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STATE SOCIETY ACTIVITIES 











Calendar of Events 

February 18—Regular Meeting of 
the Board of Directors. 

March 18—Regular Meeting of the 
Board of Directors. 

March 22—7 :30 P.M.—Society Meet- 
ing. Subject: To be announced. 
Location: Waldori-Astoria Hotel, 
Lexington Avenue and 49th Street, 
New York City. 


Accountants Are Serving 


Last October the Society re- 
quested that members engaged in 
war work such as air raid warden, 
auxiliary fireman or policeman, ra- 
tioning boards, etc., fill out a special 
form, in connection with the request 
for Year Book addresses. 

Seven hundred and eighty-eight 
replies were received by the Society 
and an analysis of these replies 
shows that 

388 are Air Raid Wardens 

82 are Auxiliary Firemen 

60 are Auxiliary Policemen 

72 are on Fuel Rationing Boards 

45 are Auditors in Naval Districts 

37 are in O.C.D. Communica- 

tion Centers 
27 are on Selective Service Draft 
Boards 

21 are in Aircraft Spotters 

92 are in miscellaneous activities 
including Fire Wardens, Red 
Cross, Salvage, New York 
Guard, Coast Guard, ete. 

A number of members are known 
not to have replied and others have 
engaged in some activity since the 
request for information. 

At the present time, 402 members 
and associate members are in the 
Armed Services. To these members, 
as well as to those who are serving 
at home, the Society expresses its 
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appreciation for the services that 
they are rendering to the Nation. 


March Society Meeting 

The subject of the Society meet- 
ing on March 22nd has not as yet 
been selected. The Committee is at 
present analyzing the suggestions 
received in response to their request 
of lebruary 2nd for members to 
suggest subjects which they believe 
should be discussed at meetings of 
the Society. The response of the 
members has been gratifying to the 
Committee, but the Committee urges 
that members who have not sent in 
their suggestions do so immediately. 


Amendment to By-Laws 

At the January 11, 1943 meeting 
of the Society, the Committee on 
Amendments to the By-Laws pre- 
sented its report on the proposed 
amendment to Article V, Paragraph 
+ of the By-Laws which was read 
at the December 14, 1942 meeting. 
A motion to adopt the proposed 
amendment was unanimously car- 
ried so that the revised Article V, 
Paragraph + now reads as follows: 
“If any vacancy shall occur in 
the board of directors, by reason 
of death, resignation, or otherwise, 
the remaining members of the 
board shall elect a member to fill 
the vacancy until the beginning 
of the fiscal year immediately fol- 
lowing the next annual meeting, 
at which a director shall be elected 
to serve for the balance, if any, 

of the unexpired term.” 


1943 Directory of Members 
The 1943 Directory of Members is 
now on the press and approximately 
8000 copies will be distributed as 
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issued to credit men, bankers, trade 
associations and others interested. 
The number of requests received for 
copies of the Directory indicates 
that it is constantly being used by 
these groups. 

As this Directory contains the 
same listings as the Year Book just 
issued, it is not being sent to mem- 
bers of the Society. However, any 
member wishing a copy may obtain 
one upon request. 


Selective Service Releases 


On January 11th President J. 
Arthur Marvin announced the ap- 
pointment of a Special Advisory 
Committee on Occupational Defer- 
ment under Selective Service, com- 
prised of the officers of the Society 
and available past presidents as 
follows: 

J. Arthur Marvin 

Saul Levy 

Henry A. Horne 
Charles H. Towns 

H. E. Van Benschoten 
Farquhar J. MacRae 
Robert H. Montgomery 
Joseph J. Klein 
Patrick W. R. Glover 
Walter A. Staub 
James F. Hughes 
Victor H. Stempf 

A. S. Fedde 


\ series of special bulletins are 
being prepared by the Committee 
and will be released from time to 
time as developments occur. Bul- 
letins issued to date are: 


1. Organization and Procedure 


2, Information required by Com- 
mittee to give an opinion 
Selective Service Occupational 
Bulletin No. 43 

+. Comments on Filing Claims 
for Occupational Deferment 


os) 


5. Notes on Regulations 

6. Amendment to Bulletin No. 1 

7. Importance of Form 42A 
Members are urged to study care- 

fully and save these bulletins for 

further reference. 





Herman Herwood 


Herman Herwood, a valued and 
respected member of the Society 
since 1923, passed away on January 
8, 1943. He was a partner of the 
firm of Herwood and Herwood. 

He served on many important 
committees of the Society. His 
name was for many years identitied 
with the accountancy profession, and 
in his death, this Society as well as 
the accountancy profession at large. 
has sustained the loss of an able and 
loyal member. 


Richard C. Whitelocke 
Word has just been received. by 
the Society of the death due to an 
accident of Lieut. Richard C. White- 
locke, in New Mexico on February 3, 
1943. Mr. Whitelocke, an associate 
member of the Society since 1939, 
was 38 years of age, and is the sec- 
ond member of the Society in the 

service to have died in action. 
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State Society Activities 


ANNOUNCEMENT OF 


PRIZE ESSAY CONTEST 


The Board of Directors of the Society has authorized the 
Committee on Publications to conduct a prize essay contest, the 
essays to be on a subject of interest to the accounting profession 
and suitable for publication in THE New York CERTIFIED PUBLIC 
ACCOUNTANT. Prizes in the amount of $150 for first prize, $100 
for second prize, and $50 for third prize are offered. 


The general rules of the contest are as follows: 


All manuscripts shall be typed in duplicate on 8%x11 
stationery, double or triple space typing, and should not be more 
than 5000 words. 

* 


The name of the individual submitting the paper shall not 
appear on same, nor should there be any other means of identifying 
the manuscripts, which should be accompanied by a covering letter 
giving the contestant’s name and address and firm connection. 


* 


When submitted to the judges, each manuscript will be given 
a key number of identification. 


* 


Manuscripts should be forwarded to The Managing Editor 
of the New York Certified Public Accountant, 15 East 41st Street, 
New York City, on or before June 1, 1943. Awards will be 


announced as soon thereafter as possible 
* 


All papers submitted shall become the property of the New 
York State Society of Certified Public Accountants and shall be 
available for publication in the New York Certified Public 
Accountant. The decision of the judges shall be final as to what 


papers may be entitled to prizes. 


1943 181 











PROFESSIONAL COMMENT 














Institute Publications 
The American Institute of Ac- 
countants has released Bulletins Nos. 
13, 14, 15, 16, 17, and 18 of State- 
ments on Auditing Procedure and 
Accounting Research Bulletins Nos. 
17, 18 and 19 as follows: 
Statements on Auditing Procedure 
No. 13. The Auditors opinion on 
the Basis of a Restricted Examina- 
tion (No. 3) Face-Amount Certi- 
ficate Companies 
No. 14. Confirmation of Public Util- 
ity Accounts Receivable 
No. 15. Disclosure of the Effect of 
Wartime Uncertainties on Finan- 
cial Statements. 
No. 16. Case Studies on Inventories 
No. 17. Physical Inventories in 
Wartime 
No. 18. Confirmation of Receivables 
from the Government. 


Accounting Research Bulletins 
No. 17. Post-War Refund of Excess 

Profits Tax 
No. 18. Unamortized Discount and 

Redemption Premium on Bonds 

Refunded (Supplement) 

No. 19. Accounting under Cost- 

Plus-Fixed-Fee Contracts. 

These Bulletins may be obtained 
from the American Institute of Ac- 
countants, 13 East 41st St., New 
York City, at $.10 each. 





Gasoline Rationing 

The following letter of January 4, 
1943 from John R. Richards, Chief, 
Gasoline Rationing Branch, Office 
of Price Administration, Washing- 
ton, D. C., to a member will be of 
interest to all accountants who are 
dependent on auto transportation in 
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the servicing of their clients. The 
letter is as follows: 

“Your letter of December 9, 
1942, addressed to Mr. Paul M. 
O’Leary, has been given to us for 
attention. 

“May we state that, in accord- 
ance with the Mileage Rationing 
Regulations, mileage driven by a 
public accountant to, from within 
or between industrial, extractive 
or other establishments enumer- 
ated in Section (0) (3) of the 
Regulations for purposes neces- 
sary to the operation or function- 
ing of such establishments is pre- 
ferred under the provision of that 
Section, if the accountant’s work 
for which such mileage is driven 
is directly related to production. 
If the accountant’s services are 
not directly related to production, 
the determination of whether they 
are necessary to the operation or 
functioning of the establishments 
is a question to be determined by 
the local War Price and Rationing 
Board on the facts of the particu- 
lar case before it. 

“It is not essential for an ac- 
countant, in order to qualify for pre- 
ferred mileage under this Section, 
to be a regular full time employee 
of one of the establishments listed 
therein. He may qualify if inde- 
pendently engaged in the practice 
of his profession, and if he renders 
such services as meet the require- 
ments of the Section. 

“If an accountant renders serv- 
ices to agricultural, industrial or 
extractive establishments, and 
such services are indispensable, to 
production, and require such spe- 
cialized skill that they cannot be 
performed by people regularly 
available at the establishment 
without extra travel, mileage nec- 
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essarily driven in performance of 
such work is preferred. 

“As stated above the determina- 
tion of facts establishing the eligi- 
bility of any applicant for supple- 
mental rations is to be made by 
the local War Price and Rationing 
Boards. We suggest, therefore, 
that you take your case up with 
vour local Board.” 


Courses on Taxation and Other 
Subjects, to be Given by Prac- 
tising Law Institute. 

Four comprehensive courses on 
Federal Taxation, ard other lectures 
on other subjects of interest to ac- 
countants, will be given by the Prac- 
tising Law Institute commencing in 
March. 

The Excess Profits Tax Law will 
be covered in a series of nine lec- 
tures, on Tuesday evenings begin- 
ning March 16. Some of the sub- 
jects to be dealt with in the course 
are the computation of excess profits 
net income, the income credit, the 
invested capital credit, special pro- 
visions and special types of corpo- 
rations, the relief and other special 
provisions, the preparation of returns 
including consolidated returns, and 
post war refunds. 

A distinguished group of authori- 
ties on tax matters will give a series 
of 14 lectures on Current Problems 
in Taxation, on Monday evenings 
beginning March 8th. 

Some of the subjects in the course 
are: 

War Time Taxes 

Amortization and Renegotiation 

Tax Relief for War Losses 

Form of Business Organization 
and the Tax Laws Valuation Cases 

Practice and Procedure before 
the Bureau of Internal Revenue 
and the Tax Court 

Creditors’ Reorganizations 

Gains, Losses and Bad Debts 

Taxation of the Income of Gifts 
and Trusts 

Powers of Appointment 
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{734 as Related to [3801 and 
Preparation and Trial of a Tax 
Case 


A basic course on the Fundamen- 
tals of Federal Taxation providing 
a general survey of federal income, 
estate and other federal taxes, will 
be given on Wednesday evenings 
beginning March 10. 

A course on Tax Practice and 
Procedure in which the practical 
techniques will be employed in vari- 
ous phases of typical tax cases, will 
be given on Thursday evenings be- 
ginning March 11. 

Problems arising out of the war 
time regulation of business will be 
discussed in a course on War Prob- 
lems and Corporate Practice, to be 
held on Tuesday evenings beginning 
March 11. Some of the subjects in 
this series, are: 

Renegotiation of \War Contracts 

Inventories 

The Tentative Character of Fi- 
nancial Statements under Present 

Conditions 

Corporate Capital Structures 

Price Control 

Voluntary Recapitalizations 

Executives’ Compensation un- 
der the Salary Controls 


Many law and accounting firms 
support the Institute’s work by sub- 
scribing for its courses on a mem- 
bership basis. 

The Practising Law Institute is a 
non-profit educational institution 
chartered by the Board of Regents 
of the University of the State of 
New York. 

Detailed information about the 
new program may be obtained from 
the offices of the Practising Law 
Institute, 150 Broadway, New York 
City. 


Unemployment Insurance Account- 
ants’ Work Sheet 

The Division of Placement and 

Unemployment Insurance of the 

State of New York has prepared a 
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work sheet for use by accountants are available in pads of 50 sheets at 
in connection with the preparation a cost of $25 a pad (Stamps not 
of Quarterly Payroll Report for acceptable) from the Division of 
Unemployment Insurance. Placement and Unemployment I[n- 
These Accountants’ work sheets strance, 112 State Street, Albany, 
New York. 
Labor UL-TW 67.1 (18-42) 12-742-6000 (2D-480) 


STATE OF NEW YORK—DEPARTMENT OF LABOR 
DIVISION OF PLACEMENT AND UNEMPLOYMENT INSURANCE 
ALBANY, N. Y. 


ACCOUNTANT'S WORK SHEET 





(1) For the calendar quarter begun 6, of Employer's Report of Contributions (Form UI-TW 5 


Re $ 


and ended 
y Day Year Mo Day Year 


FOR PAY PERIODS ENDED WITHIN SAID REPORT- 
ING PERIOD 





s form has been designed for the use of employers and ac- 
sire work sheets to be used in preparing Quar- 
rts for the Division of Placement and Unem- 
e. This is NOT a reporting form and will 
TED by the Division as such 






(2) Total number of pages, including continuation sheets 





order to comply with Regulation UI 12-41, employers must 
ibmit reports for each calendar quarter, showing wages paid by 
) each emoloyee on Quarterly Payrolf Report, Form UI-TW 


Total number of employees listed on this form and on contin 


uation sheets 





(4) Total wages paid to er 





loyees during the quarter (see instruc- | ing forms are furnished to all registered employers each quarter 
tions). This total must agree with the total reported under Item | without char 











DO NOT USE THIS FORM FOR REPORTING WAGES TO THE DIYISICN OF PLACEMENT 
AND UNEMPLOYMENT INSURANCE. REPORTS MADE ON THESE FORMS WILL NOT BE 
ACCEPTED AND WILL BE RETURNED TO THE EMPLOYER. 





Is Fr 
Stars Ir Exruoven w. 
} se St sors Sonyact 

E s s | Tasasus Waces Pato OUTSIDE THE SzATE; ao Conrersvrrons 
me rrovan's Sociat Szcunit —~ _ 
Account Nemeze Naa or Empiorre 5 








(11) TOTAL POR THIS PAGE — Total wages paid ~s | me 








THIS IS NOT A REPORTING FORM 
Additional copies of this form may be obtained from 
STATE OF NEW YORK—DEPARTMENT OF LASOR 
DIVISION OF PLACEMENT AND UNEMPLOYMENT INSURANCE 
ALBANY, NEW YORK 


at a cost of 25¢ for a pad of 50 copies. Orders for copies of this form, together 
with remittances (stamps not acceptable), should de sent to the above address. 
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HITLER 
WANTS YOUR SCRAP 
TO REMAIN IDLE! 


Hitler wants you to believe that 
serap-is no longer needed. He wants 
you to say—"I can’t spare the time or 
men to clear this junk out.” He wants 


to win the war! 


And you're helping him to win it 
if you fail to round up your scrap 
and get it into the fight. You're doom- 
ing some brave American fighting men 
io die defenseless because a lack of 
scrap deprived them of the supplies 


they need. 


Don't rest on what you've done in 
the past. The experience of your 
fellow businessmen proves that you're 
never cleaned up in the first drive. 
There are thousands and thousands of 
tons of valuable serap lying around in 
plants and shops of men who think 


they have already done the job. 


FOLLOW THIS RULE 


If it hasn’t been used for 
three months, and if some- 
one cant prove that it’s 
going to be used in the next 
three—sell it*—or scrap it! 

‘Serap and used equipment dealers 
pay well for usable machinery and 


materials, 


Get in the scrap yourself and 


urge your clients to do the same! 
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Expenses in Connection with 
Carrying Inventory of Frozen 
New Automobile Stocks 
A member of the Society requested 


information on the handling of 


R.F.C. loans on new automobiles. 
The question was submitted to Ar- 
thur G. Baumgartner, Chairman of 
the Technical Committee on Auto- 


mobile Dealers’ Accounting, and his 
reply was submitted to Norman J]. 
Lenhart, Chairman of the Commit- 
tee on Practice P1 


-ocedure. The cor- 


respondence follows: 


Letter from Mr. Baumgartner of 
December 23, 1942— 

“For the past four months, I have 
given considerable thought to the mat 
ter of R.F.C. loans to automobile 
dealers and under date of November 
6 [| wrote to the Commissioner of 
Internal Revenue asking whether 
the Bureau would permit automobile 
dealers to carry as deferred charges 
the prepaid expenses of insurance, 
interest and storage in connection 
with carrying new automobile stocks 
that were definitely frozen until July 
1, 1943. The Deputy Commissioner 
replied to me under date of Novem- 
ber 25 with a request that I submit 
a specific case in order that they 
might give it consideration. His 
letter closed with the following 
paragraph: ‘Whether or not any 
of the charges enumerated by you 
may, under the provisions of the 
foregoing section of the Code, be 
capitalized and added to the capital 
account of the frozen stock of new 
automobiles, is a matter not yet de- 
termined.’ 

“As you know, most automobile 
dealers had in the past financed their 
new car inventories through the 
finance companies owned by or af- 
filiated with the ‘Big Three’ in the 
motor industry. These private 
finance companies desired very much 
to have dealers liquidate their loans 
and, of course, you know subse- 
quently the Murray-Patman Act 
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was passed by Congress. This Act 
authorized R.F.C. to make loans to 
dealers on the full cost of their cars 
plus 1% per month carrying charge 
from January 1, 1942 or $15 a month, 
whichever amount was lower. 

“T have a specific case of a client 
of mine who borrowed $26,000 in 
October from R.F.C. on his new car 
stock. He paid off U.C.C. and substi- 
tuted therefor the new creditor, 
R.F.C. The loan by R.F.C. was on 
a 4% per annum basis. 

“My dealer client in November re- 
ceived a supplementary loan at the 
rate of 1% a month from January 
to October, or 10% on the entire 
value of his cars. R.F.C. make a 
deduction for interest and insurance 
on the vehicles which are placed as 
collateral for the security of the 
loan. It is my contention that the 
interest, insurance and storage (if 
paid to an outside landlord) or the 
storage value of the storage space 
occupied on the dealers’ premises 
are definitely deferred charges and 
have no relation to the profit and 
loss account of the current year. 
Therefore, I have suggested to my 
clients that they make an entry 
whenever they borrow the carrying 
charges from R.F.C. by debiting the 
new car inventory with the amount 
of the loan and crediting a reserve 
account which I called ‘Deferred In- 
come from R.F.C. Loans.’ The 
dealer should then calculate his 
interest, insurance and storage ex- 
pense and make an entry debiting 
the ‘Deferred Income from R.F.C. 
Loans’ and crediting the three ex- 
pense accounts involved. This gives 
the result of relieving the current 
profit and loss account of operating 
expenses that should definitely be 
deferred until the time of the sale 
of the new car. To do otherwise 
would be to give an erroneous profit 
and loss statement. 

“Looking to July 1, 1943, the 
dealer should be able to sell his cars 
at that time for a fair retail price 
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which might be the manufacturer's 
suggested list price which was in use 
December 1, 1941 plus 1% per month 
or $15 whichever is less. If the cars 
have not been kept in the condition 
that R.F.C. requires, the dealer will 
be disappointed because R.F.C. will 
not pay a fair retail price. If the 
dealer has certificated buyers next 
July they might pay the full retail 
price plus carrying charges since the 
cars were frozen. In any event, the 
carrying of the deferred income ac- 
count as I have set it up is a con- 
servative method of accounting.” 

Mr. Lenhart’s letter of February 1, 
1943— 

“The Practice Procedure Commit- 
tee has given consideration to Mr. 
Baumgartner’s letter of December 
23, 1942. If there is any objection 
to the procedure suggested by Mr. 
Baumgartner it is that it may result 
in violation of the usual inventory 
rule that inventories should not be 
priced at an amount exceeding net 
realizable value. 

“If a dealer could be assured that 
he will be able to sell his stock for 
list price plus 1% per month or $15, 
whichever is lower, there should be 
no objection to the adding to the 
inventory amount the expenses 
which the lower of 1% per month or 
$15 are supposed to cover. It is 
assumed that the amount of such 
deferred expenses at any balance 
sheet date will be disclosed in the 
balance sheet either as a separate 
item or in the description of the in- 
ventory. Probably no one can pre- 
dict just what may happen after July 
1, 1943. If present conditions con- 
tinue it may well be that any stocks 
which the dealer is allowed to sell 
freely will be readily sold. On the 
other hand, a continuation of the 
restrictions upon sales might even- 
tually leave the dealer with unsale- 
able stocks, particularly since there 
seems to be a general impression that 
there will be radical changes in au- 
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tomobile models after the war is 
ended. 

“The Practice Procedure Commit- 
tee does not feel that it should ob- 
ject to the procedure suggested by 


Mr. Baumgartner.” 


Accounting under Cost-Plus-Fixed- 
Fee Contracts 

Kecommendations for procedures 
in connection with basic accounting 
problems common to cost-plus-fixed- 
fee contracts between government 
and companies producing war re- 
quirements are given in a Bulletin 
No. 19 by the Committee on Ac- 
counting Procedure of the American 
Institute of Accountants. 

Pointing out that there are a large 
number of cost-plus-fixed-fee con- 
tracts now in effect, and that addi- 
tional similar contracts are being 
made from time to time, the bulletin 
states that it is “manifestly desirable 
that the results of such contracts 
should be reflected in the financial 
statements of contractors with such 
degree of uniformity as may be 
practicable in view of the terms of 
agreements or surrounding circum- 
stances.” 

Addressing themselves to four ac- 
counting problems which appear to 
them to be the most important 
among a number common to all 
cost-plus-fixed-fee contracts, the 
members of the committee state the 
problems involved questions as to 
when fees under such contracts 
should be reflected in the contract- 
or’s income statement what amounts 
are to be included in sales or revenue 
accounts ; what is the proper balance- 
sheet classification of unbilled costs 
and fee, and what is the proper bal- 
ance-sheet treatment of various 
items, debit and credit, identified 
with cost-plus-fixed-fee contracts. 

kKecommendations of the commit- 
tee with respect to the four ques- 
tions are presented in the bulletin as 
follows: 

“OT 


Fees under cost-plus-fixed- 


fee contracts may be credited to in- 
come on the basis of such measure- 
ments of partial performance as will 
reflect reasonably assured realiza- 
tion. One generally acceptable basis 
is delivery of completed articles. The 
fees may also be accrued as they are 
billable, under the terms of the agree- 
ment, unless such accrual is not rea- 
sonably related to the proportionate 
performance of the aggregate work 
or services to be performed by the 
contractor from inception to com- 
pletion. 

“(2) Where  cost-plus-fixed-fee 
contracts involve the manufacture 
and delivery of products, the aggre- 
gate amount of reimbursable costs 
and fee is ordinarily included in ap- 
propriate sales or other revenue ac- 
counts. Where such contracts in- 
volve only services, or services and 
the supplemental erection of facili- 
ties, only the fee should ordinarily 
be included in revenues. 

(3) Unbilled costs and fee under 
such contracts are ordinarily re- 
ceivables rather than advances or in- 
ventory, but should preferably be 
shown separately from billed ac- 
counts receivable. 

“(4) Offsetting of government ad- 
vances on cost-plus-fixed-fee con- 
tracts against amounts due from the 
government on such contracts is 
permissible only to the extent that 
such items may under the terms of 
the agreement be offset in settle- 
ment, but a more,desirable procedure 
in most cases will be to offset the 
advance against the receivable only 
if that is the treatment anticipated 
in the normal course of business 
transactions under the contract. In 
case of offset, the amounts offset 
should be adequately disclosed.” 

In discussing the question as to 
when fees under cost-plus-fixed-fee 
contracts should be reflected in a con- 
tractor’s income statement, the com- 
mittee on accounting procedure says 
in part that, while it is permissible 
to accrue the fee as it becomes bill- 
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able, judgment must be exercised as 
to whether such method of accrual! 
is preferable to those of the usual 
rules of delivery or of percentage of 
completion otherwise determined. 
In this connection, the bulletin fur- 
ther states: 

“While the approval of the gov- 
ernment as to amounts billable 
would ordinarily be regarded as ob- 
jective evidence, factors may exist 
which suggest an earlier or later 
accrual. Such factors would include 
the indications of substantial dif- 
ference between the estimated and 
final cost so that available data 
should be examined: preparatory or 
tooling-up costs may have been 
much more than estimated; raw 
material needs may have been 
greatly and unduly anticipated by 
advance purchases, or delays in de- 
livery schedules or other evidence 
may suggest that costs are exceed- 
ing estimates. While such factors 
are normally considered by the gov- 
ernment and in case of serious doubt, 
billings for fees may be temporarily 
adjusted to safeguard against too 
carly proportionate payment, con- 
sideration of such factors of doubt 
cannot be left entirely to the govern- 
ment, particularly when any sub- 
stantial lag exists between expen- 
ditures and billings and audit there- 
of. In such cases, the presumption 
may be that the fee will not be 
found to be billable, when presented, 
and conservatism in accrual will be 
necessary. In some’ cases, excess 
costs may be indicated to such an 
extent that accrual of fee before 
actual production would appear un- 
wise. In such cases the usual rule 
of deliveries or percentage of com- 
pletion may be a more appropriate 
inethod of accruing fees.” 
Disclosure of the Effect of Wartime 

Uncertainties on Financial 
Statements 

Uncertainty as to the effects of 

war contract renegotiation on indi- 
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vidual contractors; doubt as to the 
totals of income taxes to be paid by 
companies, and discouragement by 
government agencies of physical in- 
ventories in war plants where they 
interfere with production are among 
major factors which have created 
serious problems in connection with 
the preparation of corporate financial 
statements, according to the Bulletin 
No. 15 of the Committee on Auditing 
Procedure of the American Institute 
of Accountants. 





The committee discusses the man- 
ner in which the effects of war un- 
certainties with respect to contracts, 
taxes, profits and other items may be 
disclosed in financial statements. The 
document is intended for the guid- 
ance of certified public accountants 
and financial officers of companies 
producing war requirements. 

Question as to the profits to be 
reflected in the financial statements 
ot a company with respect to wat 
contracts is cited in the bulletin as 
one war-created uncertainty. Also 
stressed is the shortage of account- 
ing personnel in corporations which, 
the committee states, “results not 
only in delays in the issuance of an- 
nual reports, but also in an increase 
in the necessity for making esti- 
mates, particularly with respect to 
government contracts in process at 
the end of the fiscal period.” 

With respect to inventory items, 
the bulletin states: 

“The decision of the War Produc- 
tion Board and other government 
agencies to discourage or forbid phy- 
sical inventories in war plants where 
they would require a shutdown for 
even a short period has increased the 
possible margin of error in inventor- 
ies even when prepared with the 
greatest possible care.” 

In outlining other major wartime 
uncertainties having an effect on the 
preparation of financial statements, 
the bulletin states: 

“\Var damage has been inflicted en 
the property of many companies and 
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insurance claims may have been filed, 
or may subsequently be filed, the 
ultimate outcome of which is un- 
certain. 

“Special amortization allowances 
for wartime facilities are computed 
for tax purposes over a five-year pe- 
riod commencing with the operation 
of the facilities in question, and are 
subject to adjustment if the war ter- 
minates before the end of that period. 
For various reasons some companies 
are spreading the amortization over 
shorter or longer periods of time. 
Accelerated depreciation of facilities 
not subject to special amortization 
is being provided, whether or not 
deductible for tax purposes, to meet 
the strain of the multiple-shift op- 
eration resulting from pressure to 
produce regardless of the eff 
plant and equipment.” 

The committee points out that, 
ordinarily, the financial statements 
are the proper place for disclosure 
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of major uncertainties engendered 
by the war to stockholders and 
others interested. Depending upon 
circumstances, says the committee in 
its bulletin, disclosure may take the 
form of a footnote setting forth such 
pertinent information as may be 
available regarding matters which 
are material. 

The bulletin goes on to say that 
in some cases the effect of uncertain- 
ties may be such that companies will 
desire to direct attention to them 
in the text of their reports to stock- 
holders. In instances, it 1s 
further pointed out, “the conditions 
may\ be such as to suggest the lise 
of a general footnote to the financial 
statements, indicating that the state- 
ments are provisional in character 
and that the directors have exercised 
their best judgment as to such mat- 
ters as renegotiation, taxation, cost 
accounting under government con- 
tracts, and the provision of reserves.” 
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Somewhere... 


an American sailor’s life has just been saved by 
a transfusion of blood, collected by the Red 
Cross and put on his ship by the Red Cross. 
Remember this when you're asked to give or 


give again to the RED CROSS WAR FUND 
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Relief Provisions under the Excess 
Profits Tax 


By Paut D. Secuers, C.P.A. 


HE excess profits tax “Relief 

Provisions” might be broadly 
defined as those provisions under 
which a corporation may be entitled to 
pay a smaller excess profits tax than 
would be due under the general rules 
prescribed in the Internal Revenue 
Code, provided that claim for such 
“relief” is duly made and the right 
thereto established by the corpora- 
tion. 

This definition would exclude all 
those specific rules prescribed in the 
Code for the computation of the ex- 
cess profits tax liability under vary- 
ing circumstances, the right to the 
application of which is not dependent 
upon any action on the part of the 
corporation in making claim there- 
for, but dependent solely upon the 
facts in the particular case. How- 
ever, such a narrow definition would 
exclude a number of provisions 
which are quite generally considered 
“relief” provisions, and therefore 
are included in the following list : 

Sec. 711 (a) (3) (B)—Alternative 
method of annualizing excess 
profits net income for a short 
period. 

Sec. 711 (b) (1) (H), (1), (J) and 
(K) — Abnormal deductions in 
excess of 125% of the average 
for the four previous years. 

Sec. 720 (d)—Treatment of Gov- 
ernment obligations as admis- 
sible assets. 

Sec. 721—Abnormalities in income 
in taxable period. (Not depend- 
ent upon claim.) 

Sec. 722—General _ relief—con- 
structive average base period 
net income. 


(Sec. 710 (b)—deferment of 
payment of tax under Sec. 722.) 
Sec. 723—Equity invested capital 
in special cases. (Not dependent 
upon claim.) 

Sec. 725—Personal service corpo- 
rations. 

Sec. 726—Corporations complet- 
ing contracts under Merchant 
Marine Act, 1936. (Not depend- 
ent upon claim.) 

Sec. 727 — Exempt corporations. 
(Not dependent upon claim.) 

Sec. 730—Consolidated returns. 

Sec. 731—Corporations engaged in 
inining of strategic metals. (Not 
dependent upon claim.) 

Sec. 732—Review of abnormalities 
by Board of Tax Appeals. (Not 
strictly a “relief provision,” but 
relating to the determination of 
questions under the “relief pro- 
visions”’.) 

Sec. 733—Capitalization of adver- 
tising, etc., expenditures. 

Sec. 734—Adjustment in case of 
position inconsistent with prior 
income tax liability. (May have 
effect of a relief provision under 
certain circumstances. ) 

Sec. 736—Relief for installment ba- 
sis taxpayers and taxpayers with 
income from long-term  con- 
tracts. 

Sec. 742—Supplement A—average 
base period net income. Dependent 
upon claim only as to taxable years 
beginning before January 1, 1942. 





The “relief provisions” of the 
greatest importance and most gen- 
eral application may be grouped un- 
der three headings: 


1. Those relating to the exclusion 


_ Presented at the January 11, 1943, meeting on Federal Taxation of The New York 
State Society of Certified Public Accountants at the IValdorf-Astoria Hotel, New York City. 
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Relief Provisions under the Excess Profits Tax 


of certain amounts of INCOME 
from excess profits net income 
of the taxable year. (Secs. 721 
and 736). 

2. Those relating to the exclusion 
or reduction in amount of cer- 
tain DEDUCTIONS in deter- 
mining base period excess profits 
net income. (Secs. 711 (b) (1) 
(H), (1), (J) and (K) ). 

3. Those under which hypothetical 
base period excess profits net in- 
come may be built up and used 
in lieu of actual results, if any, 
for such period. (Sec. 722). 


Relief under the first heading may 
be availed of by corporations using 
either the invested capital or the 
average income method of comput- 
ing their excess profits credit, while 
relief under the second and _ third 
headings may be availed of only 
where the income method is used. 

Sec. 721 is intended to provide re- 
lief where gross income of the tax- 
able vear includes income arising 
out of activities of the corporation 
in previous years. The nature of the 
relief afforded under Sec. 721 
follows: 


is as 


(1) Net abnormal income attributa- 
ble to other years is to be ex- 
cluded from excess profits net 
income of the taxable year, and 


Excess profits tax is to be com- 
puted on the income so reduced, 
and 


To such tax is to be added the 
net amount of excess profits tax, 
if any, which would have been 
payable with respect to such in- 
come attributable to previous 
excess profits tax years, and 


rs 


The portion of such income at- 
tributable to future years is to 
be subject to excess profits tax 
in such future years, but 


The additional tax attributable 
to previous and _ subsequent 
years with respect to such in- 
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come shall not result in a greater 
aggregate amount of excess 
profits tax than would have been 
due without the application of 
the provisions of Sec. 721. 


The terms used in the foregoing 
outline of the provisions of Sec. 721 
are defined in that section and fur- 
ther explained and illustrated in the 
Treasury Regulations thereunder. 
The amendments made to Sec. 721 
by the 1942 Act relate to methods 
of computing the tax where a pre- 
vious or future taxable year is in- 
volved, and do not change the 
provisions relating to the determina- 
tion of “net abnormal income” or 
the portion thereof attributable to 
other taxable years, with one excep- 
tion. This exception results from 
the addition of Sec. 721 (f), which 
provides that in the case of income 
from exploration, discovery, pros- 
pecting, research, or development of 
tangible personal property, patents, 
formulae, or processes, or any com- 
bination thereof, extending over a 
period of more than 12 months, if 
such income is taken into account in 
determining base period net income 
under Sec. 722, then only such por- 
tion of such income shall be deemed 
attributable to another taxable year 
as is attributable to an excess profits 
tax year. This new provision (Sec. 
721 (f) ) eliminates “overlapping” of 
Secs. 721 and 722 as to this one class 
of income. In many cases it will 
render a claim under Sec. 721 of no 
avail, where claim is made and al- 
lowed under Sec. 722. This, and the 
other amendments of Sec. 721 by the 
1942 Act, are applicable to all excess 
profits tax years. 

The limitations upon the extent of 
this paper do not permit the inclu- 
sion of a complete outline of the 
provisions of Sec. 721 and the Treas- 
ury Regulations thereunder, with a 
discussion thereof. However, it might 
be pointed out that Sec. 721 appears 
to offer to manufacturing corpora- 
tions very important possibilities of 


191 





The New York Certified Public Accountant 


relief from abnormally high excess 
profits taxes. It is perhaps for this 
reason that the Treasury Depart- 
ment appears to be particularly set 
against granting relief under Sec. 
721 to manufacturers. Only through 
adequate statistical and graphical 
presentation of the facts can the tax- 
payer hope to overcome the initial 
opposition of the Treasury Depart- 
ment to any claim for relief under 
Sec. 721, based upon the provision 
in Sec. 30.721-3 of the Regulations, 
that income of the taxable year shall 
not be attributed to other years to 
the extent that it results from: 


High prices 

Low operating costs 

Increased physical volume of sales 
due to increased demand for or 
decreased competition in the 
type of product sold by the tax- 
payer. 

Solely because of an improvement in 
business conditions 

Solely by reason of an investment by 
the taxpayer in assets, tangible, 
or intangible, employed in or con- 
tributing to the production of such 
income. 


The Regulations ( but not the statute ) 
provide that “If the taxpayer engages 
in manufacturing, marketing, mining, 
oil production, or similar activities, 
only such portion of the resulting in- 
come as is attributable to exploration, 
discovery, prospecting, research, or de- 
velopment is within the class of income 
described in this (721) section.” In 
practice, Revenue Agents take the 
position, based upon the example in 
this section of the Regulations 
(30.721-8), that no relief can be 
granted a manufacturer without proof 
of the amount of the hypothetical, 
potential royalty income which the tax- 
payer could have obtained from the 
patents, formulae, or processes in- 
volved, although they admit that 
such proof is practically impossible 
to obtain in most cases. 
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To meet such an attack, two 
courses are open to the taxpayer: 

1. To attempt to meet the Bureau’s 
demand for proof of the hypo- 
thetical, potential royalty income 
which the taxpayer might have 
obtained if it had given a li- 
cense instead of manufacturing 
for its own account, or 


2.To argue that, at most, there 
should be eliminated from such 
income, for the purpose of Sec. 
721, only such portion as repre- 
sents normal manufacturing 
profit, the balance representing 
the income properly attributable 
to the taxpayer’s activities (in a 
prior year) in connection with 
such discovery, research and de- 
velopment. If such claim is made 
by the taxpayer, it will be nec- 
essary to submit proof of what 
would have been the amount of 
the normal manufacturing profit 
on the product sold during the 
taxable year. 


It is interesting to note that, in 
the case of an appeal to the Tax 
Court of the United States, if a 
question under Sec. 721 relates to 
income of this particular class, the 
decision of the court shall be re- 
viewed by a special relief division of 
the court, and its decision shall not 
be reviewed by that or any other 
court or agency. (Sec. 732(d), added 
by the 1942 Act, which likewise ap- 
plies to questions relating to Sec. 
722). 

Sec. 736, added by the 1942 Act, 
extends relief to taxpayers using the 
installment method of computing 
income or having income from long- 
term contracts. 

Under Sec. 736(a), a taxpayer 
computing income from installment 
sales under Sec. 44(a) for income 
tax purposes and meeting the “125% 
test” (prescribed in Sec. 736(a)). 
may elect to compute such income 
on the accrual basis for the purpose 
of the excess profits tax. If such 
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method is elected, it is applicable to 
all previous excess profits tax years 
as well as to the current year. Pro- 
also made for the subse- 
quent irrevocable abandonment of 
such method under certain condi- 
tions, foreclosing any further right 
to elect such method. 


vision 1s 


Sec. 736(b) provides for the use 
of the percentage of completion 
method of computing income from 
long term contracts (requiring more 
than 12 months for performance) for 
excess profits tax purposes, which 
provision takes the place of Sec. 
721\(a) (2) (B). This amendment is 
etfective with respect to taxable 
years beginning after December 31, 
1941, except that a taxpayer may 
elect to have it apply retroactively 
to all prior excess profits taxable 
vears. This provision, of course, 
have no application unless the tax- 
payer uses some other method (such 
as the completed-contract method) 
for computing such income for in- 
come tax purposes. 

Secs. 711(b)(1)(H), (1) (J) and 
(K) are intended to afford relief by 
excluding (in whole or in part) de- 
ductions in the base period which 
are “abnormal”, as defined in those 
subsections. The limitations on the 
extent of this paper do not permit 
a complete discussion of these re- 
lief provisions, which have been left 
unchanged by the 1942 Act. How- 
ever, it might be mentioned that the 
principal difficulty encountered in 
practice, in obtaining the relief in- 
tended, arises from the necessity of 
proving that the abnormality does 
not arise from any of the causes men- 
tioned in Sec. 711(b)(1)(K) (ii). 
This, unfortunately, involves ques- 
tions of opinion, always unsatisfac- 
tory to deal with. Here, again, sta- 
tistical and graphical presentation 
of the facts will be found helpful in 
overcoming the objections likely to 
be raised by the Revenue Agents. 
Such graphical methods include the 
use of charts prepared on “ratio” or 
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“semi-log” paper, in order to show 
clearly the relationship of the vari- 
ous factors during the current tax- 
able years and the base period. 

Few corporations in the United 
States will not claim, or later wish 
they had claimed, relief under the 
provisions of the completely revised 
section 722 which was inserted in 
the Internal Revenue Code by the 
1942 Revenue Act. 

At the very outset, it is pointed 
out that many corporations, not 
liable for any excess profits tax for 
1940 and 1941, may lose valuable 
rights by failing to file claims for 
these years under Section 722 be- 
fore April 21, 1943. The filing of 
such claims also may be of great 
importance in the case of corpora- 
tions which paid excess profits taxes 
for 1940 and 1941, but such corpo- 
rations are more likely to be aware 
of the necessity thereof. 

Section 722 is intended to afford 
relief to corporations falling in two 
different classes: 


1. Those entitled to use either 
the average income or invested 
capital method because in ex- 
istence (actually or construc- 
tively) prior to January 1, 1940; 


2. Corporations which otherwise, 
under the general rule, would 
be entitled to use only the in- 
vested capital method, because 
not in existence (actually or 
constructively), prior to Janu- 
ary 1, 1940. 


As to both classes of corporations, 
the relief intended to be afforded (to 
those corporations qualifying there- 
for) consists in allowing, in lieu of 
the excess profits credit which other- 
wise would be computed under the 
general rules, a credit based upon, 


“A fair and just amount rep- 
resenting normal earnings to be 
used as a constructive average 
base period net income.” 
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A great deal of difficulty, uncertainty 
and expense will be spared both the 
Treasury Department and the taxpayer, 
if it is kept in mind of that despite all 
the elaborate provisions in Section 722 
and the voluminous legislative history of 
this section as it now appears in the In- 
ternal Revenue Code, the foregoing sets 
forth the only measure of the relief 
granted. 

In other words, no method or formula 
is prescribed in Section 722 for deter- 
mining the amount of the “constructive 
average base period net income’’, which 
is to be used in computing the credit 
allowable under that section. 

To repeat—the only rule laid down 
in Section 722 for the determination 
of such an amount is that it shall be 
an amount established-by the tax- 
payer constituting: 

“what would be a fair and just 
amount representing normal earn- 
ings to be used as a constructive 
average base period net income 
for the purpose of an excess profits 
tax based upon a comparison of 
normal earnings and earnings dur- 
ing an excess profits tax period.” 
Section 722 contains numerous 

rules for determining what corpo- 
rations may be entitled to relief under 
that section, and what evidence may not 
be taken into consideration in deter- 
mining the amount of such construc- 
tive average base period net income. 
These provisions must be given due 
weight in making such determina- 
tion, but it must be remembered that 
Section 722 does not provide that 
any of these rules are to be used 
(except negatively) in determining 
such amount (of constructive in- 
come). 

The nearest approach to a formula 
for the computation of such an 
amount is to be found in the follow- 
ing sentence in Section 722(b) (4): 

“If the business of the taxpayer 
did not reach by the end of the 
base period, the earning level 
which it would have reached if the 
taxpayer had commenced business 
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or made the change in the char- 
acter of the business two years 
before it did so, it shall be deemed 
to have commenced the business 
or made the change at such earlier 
time.” 


The report of the Committee on 
Finance contains the following very 
significant statement (p. 197) in re- 
gard to the purpose of the revised 
Section 722 and the relief which it is 
intended to extend: 


“Constructive Average Base 
Period Net Income. 


In the light of the greatly in- 
creased excess profits tax rate, it 
is believed desirable to afford re- 
lief in meritorious cases to corpo- 
rations which bear an excessive 
tax burden because of an abnor- 
mally low excess profits credit. 
Therefore section 722, which cur- 
rently extends relief only in a lim- 
ited class of cases is revised and 
broadened so as to remove exist- 
ing inequities and to alleviate 
hardship in cases where relief can- 
not now be obtained. Under this 
revision, corporations satisfacto- 
rily establishing eligibility for 
relief will have their excess profits 
tax recomputed on the basis of 
the excess profits credit based 
on income. This credit will be predi- 
cated upon an amount which is a fair 
and just reflection of the normal earn- 
ina capacity of the business and which 
it is entitled to retain before the im- 
position of an excess profits tax. 
Such amount will be used as a 
constructive average base period 
net income, replacing the actual 
average base period net income in 
the recomputation of the tax un- 
der this section. In the case of 
eligible taxpayers not now entitled 
to use the excess profits credit 
based on income, provision is made 
for the use of such credit com- 
puted upon the constructive av- 
erage base period net income.” 

(Italics supplied) 
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Relief Provisions under the Excess Profits Tax 


These general considerations are 
emphasized before discussing in de- 
tail the other provisions of section 
722 and the procedures for obtaining 
relief thereunder, because it is be- 
lieved that by approaching the mat- 
ter in this light, the taxpayer will be 
able to present a claim best suited 
to obtain the relief which Congress 
intended to afford by such section. 

In order to obtain relief under Sec- 
tion 722, it is necessary for the cor- 
poration : 

1. To file timely claim therefor in 
due form as called for in Sec- 
tion 722(d) and the Regulations 
thereunder. 


~ 


2. To establish that the amount of 
the excess profits tax without 
the benefit of Section 722 would 
be “excessive and discrimina- 
tory” as defined in Sec. 722(b). 


3. To establish what would be a 
fair and just amount represent- 
ing normal earnings of the busi- 
ness (taking into consideration, 
as a general rule, only events 
existing or occuring prior to 


January 1, 1940). 


These requirements will be dealt 
with in the above order. 

The full benefits of Sec. 722 as to 
taxable years beginning before Jan- 
uary 1, 1942 will not be allowed 
unless claim therefore is filed before 
April 21, 1943. Hence, in order to 
obtain refunds for such earlier years, 
or to obtain the benefit of increased 
unused excess profits credit carry- 
overs from such years, it is essential 
to file such claims before that date. 
See I. T. 3599 in regard to the use of 
Form 991 (revised January 1943). 

For taxable years beginning after 
Dec. 31, 1941, it is sufficient to file 
claim under Sec. 722 within six 
months after the date prescribed by 
law for the filing of the corporation’s 
excess profits tax return for such 
year. However, to obtain the bene- 
fit of the deferment of tax (33% of 
the amount of the reduction in tax 
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as claimed) it is necessary for the 
corporation to make such claim in its 
return. See Sec. 710(a) (5). 

Where timely claim under Sec. 722 
has not been filed, and a notice of 
deficiency or proposed deficiency is 
subsequently issued, a claim filed 
within the ninety day period pre- 
scribed in Sec. 722(d) may be ettec- 
tive, in an amount not in excess of 
the deficiency in excess profits tax as 
finally determined without the bene- 
fit of Sec. 722. 

Because of the specific rules pre- 
scribed in Sec. 722(b) and (c) the 
taxpayers should not find unduly 
heavy the burden of proving that the 
excess profits tax, without the bene- 


fit of Sec. 722, would be “excessive 


and discriminatory”. Under these 
rules, the tax is considered to’ be 
“excessive and discriminatory”, and 
the corporation therefore has 
grounds for relief under Sec. 722, if 
it was in existence (actually or con- 
structively) prior to January 1, 1940, 
and the following conditions are 
present: 


1. Interruption or Reduction of 
Production 
If in one or more taxable years 
in the base period normal pro- 
duction, output, or operation 
was interrupted or diminished 
because of the occurrence, either 
immediately prior to, or during 
the base period, of events un- 
usual and peculiar in the experi- 
ence of the taxpayer. 


2. Temporary Economic Depres- 
sion. 

If the business of the taxpayer 
was depressed in the base period 
because of temporary economic 
circumstances unusual in the 
case of such taxpayer or because 
of the fact that an industry of 
which such taxpayer was a mem- 
ber was depressed by reason of 
temporary economic events un- 
usual in the case of such indus- 
try. 
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3. Irregularly Depressed Profits 
Cycle 
If the business of the taxpayer 
was depressed in the base period 
by reason of conditions gener- 
ally prevailing in an industry of 
which the taxpayer was a mem- 
ber, subjecting such taxpayer to 
“(a) a profits cycle differing 
materially in length and 
amplitude from the gen- 
eral business cycle,” or 
“(b) Sporadic and intermittent 
periods of high production 
and profits, and = such 
periods are inadequately 
represented in the base 
period.” 


Change in Character of, or 
New, Business (See definitions 
below) 

If the taxpayer, either during 
or immediately prior to the base 
period, commenced business * * 
or changed the character * * * of 
the business and its average base 
period net income does not re- 
flect normal operations for the 
entire base period of the busi- 
ness. 





Inadequate Standard of Earn- 
ings in Base Period 

If any other factor affecting the 
taxpayer's business may reason- 
ably be considered as resulting 
in an inadequate standard of 
normal earnings during the base 
period and the application of 
this section to the taxpayer 
would not be inconsistent with 
the principles underlying the 
provisions of this subsection, 
and with the conditions and limi- 
tations enumerated therein. 


6. Definitions Applicable in Con- 


nection with Paragraph 4 
Above 


(a) “Changes during the base 
period, etc.” 


If the business of the taxpayer 


did not reach, by the end of the 
base period, the earning level 
which it would have reached if 
the taxpaver had commenced 
business or made the change in 
the character of the business two 
years before it did so, it shall be 
deemed to have commenced the 
business or made the change at 
such earlier time. 

(b) “Change in the character 
of business” 

This term includes: 

(1) A change in the operation 
or management of the 
business ; 

(2) A difference in the prod- 
ucts or services furnished; 

(3) A difference in the capac- 
ity for production or oper- 
ation ; 

(4) A difference in the ratio 
of non-borrowed capital 
to total capital: 

(5) An acquisition, before 
January 1, 1940, of all or 
part of the assets of a 
competitor, with the re- 
sult that the compet 
of such competitor was 
eliminated or diminished. 
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“Date of change in the capacity 
for production or operation” 
Any change in the capacity 

for production or operation of 
the business consummated dur- 
ing any taxable year ending 
after December 31, 1939 as a re- 
sult of a course of action to 
which the taxpayer was commit- 
ted prior to January 1, 1940. is 
deemed to be a change on De- 
cember 31, 1939 in the character 
of the business; 


Special Relief for Newspaper 
Publishers 

In the case of publishers of 
newspapers, etc., Paragraph 4 
above is extended to afford re- 
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lief where substantially all the 
assets of a competitor were ac- 
quired before May 31, 1941. 


In the case of a corporation not 
otherwise entitled to use the excess 
profits credit based on income pur- 
suant to Sec. 713 (because such cor- 
poration was not in existence, actu- 
ally or constructively, prior to Janu- 
ary 1, 1940) Sec. 722(c) defines the 
conditions under which the excess 
profits tax, without the benefit of 
Sec. 722, would be considered “exces- 
sive and discriminatory”. 


Under these rules such a corpora- 
tion has grounds for relief under Sec. 
722 under the following conditions: 


1. If the business of the taxpayers 
is of a class in which intangible 
assets not includible in invested 
capital under Section 718 make 
important contributions to in- 
come; 


bo 


if the business of the taxpayers 
is of a class in which capital is 
not an important income-pro- 
ducing factor, or 

The invested capital of the tax- 
payer is abnormally low. 


w 


Having established the right to, 


determine a constructive average 
base period net income under Sec. 
722, the next problem confronting 
the taxpayer is to determine the 
amount of such hypothetical or con- 
structive income. Such amount 
must meet two tests: 


1. It must bea fair and just amount 
representing normal earnings of 
the business, and 

2. In determining such amount, 
regard shall be had only to 
events or conditions occurring 
or existing prior to January 1, 
1940 (except to the extent indi- 
cated above). 


A further limitation, not provided 
in Sec. 722 as it finally appeared in 
the Revenue Act of 1942, is indicated 
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by the following statement in the 
report of the Senate Finance Com- 
mittee (at p. 199): 

“As a general rule, high costs 
of production because of high 
costs of material, labor, capital, or 
other elements, low selling price 
of the finished product, low vol- 
ume of sales due to a low demand 
for such product or the taxpayer’s 
output, or other ordinary economic 
hazards to which business in gen- 
eral is subject are not sufficient rea- 
son to make the taxpayer eligible un- 
der this paragraph.” 


However, the report goes on to 
indicate that there may be excep- 
tions to this rule. 

An obvious approach to the prob- 
lem of determining what was the 
“normal” earning capacity of the 
business as of December 31, 1939 
and/or during the base period years, 
is to compute what its income would 
have been if none of the abnormalities 
described in Section 722 had oc- 
curred or existed prior to January 
1, 1940 (except as to such later 
events as are mentioned above). 

A study of the abnormalities de- 
scribed in Sec. 722(b) and (c) will 
reveal that in some instances the earn- 
ing capacity of the business as of De- 
cember 31, 1939, appears to be 
regarded as the standard for deter- 
mining the amount of “normal earn- 
ings” to be used as a constructive 
average base period net income. On 
the other hand, it appears that in 
other instances the intention is that 
certain adjustments should be made 
to the actual income of the years 
in the base period, to arrive at what 
the normal income would or should 
have been for each of these years 
had conditions been normal or if 
the specific abnorma! events had 
not occurred. 

A study of the examples in the 
Congressional Committee reports 
dealing with this form of relief only 
strengthens the impression that it 
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was the Congressional intent that 
either method should be used, de- 
pending upon which might be more 
appropriate in a given case. 

It would be of great assistance to 
taxpayers in making claims for re- 
lief under the new Section 722, if 
the Committee had given some ex- 
amples, or made some specific state- 
ments, regarding the methods and 
principles to be applied in determining 
the amount to be considered the “‘norm- 
al earnings” of a business for the 
purpose of Section 722(a). How- 
ever, such was not done. 

As a first step in the direction of 
determining what might be consid- 
ered the normal earnings of the busi- 
ness, a thorough analysis should be 
made of the operations of the corpo- 
ration for at least six years prior to 
its first excess profits tax year, if it 
was in existence that long. 

Data to be assembled for the pur- 
pose of such analysis might include: 


1. Balance sheets and operating 
statements (monthly as well as 
annual, if available) ; 


2. Detailed (monthly, if possible) 
records of production, orders re- 
ceived and sales expressed in 
units as well as dollars ; 


3. Catalogues, circulars, copies of 
advertisements, etc., giving de- 
tails of products and changes 
therein ; 


4. Analysis of repair and mainte- 
nance and payroll accounts 
which might indicate stoppage 
or reductions in production. 


5. All available income and excess 
profits tax returns, both state 
and federal, as far back as avail- 
able, but particularly, for 10 
years; 


6. Accountant’s reports for same 
period (including a tentative re- 
port for the current year end 
if annual report is not yet com- 
pleted.) 
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Minute books, stock certificate 
books and stock ledger books; 


_ 


&. Catalogue of merchandise held 
for sale, price lists or other gen- 
eral description of merchandise 
carried for the past six or eight 
years; 


9. Latest issues of trade journal 
subscribed to by the corpora- 
tion; 


10. Copies of leases in effect dur- 
ing period under review ; 


11. Where copies of advertisements 
giving details of products, 
charges and services are avail- 
able, these should also be ex- 
amined ; 


12. List of trade associations of 
which taxpayer is a member; 


13. Resumé of litigation or legal 
controversies in which taxpayer 
has been involved. 


These, and all other pertinent facts 
about the business itself, should be 
very carefully analyzed and studied, 
before proceeding with studies of the 
economic history of the industry 
and of the country as a whole for 
the vears in the base period. 


In making such studies, charts, 
particularly ratio charts (on “semi- 
log” paper), will be found particu- 
larly helpful. Likewise the tabula- 
tion (and subsequent graphic pre- 
sentation) of production, sales and 
other similar statistics on the basis 
of twelve-month periods ending as 
of the close of each month, will be 
found of great assistance in deter- 
mining and demonstrating trends. 

Where it is necessary to take into 
consideration business cycles and 
statistics, the sources of information 
listed in the article on “Relief” by 
Gustave Simons, Esq., and the au- 
thor of this paper, which will ap- 
pear in the February issue of 
“Taxes,” will be found of great as- 
sistance. 
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Relief Provisions under the Excess Profits Tax 


Throughout all this work (and a 
tremendous amount of work is in- 
volved), the ultimate aim to be kept 
in mind is: 


1. The determination of what 
would be a fair and just amount 
representing normal earnings ot 
the business (as of December 
31, 1939 and/or for the base 
period years), and 


and just” under all the circum- 
stances existing in the particu- 
lar case). 


Finally, remember that: 


(1) Only the U. S. Tax Court can 
pass on any appeal from the 
findings of the Treasury De- 
partment in your case, and 


(2) Where Sec. 722 is involved, the 




















2. The presentation of the facts on decision of the Tax Court is to 
which such determination rests, be reviewed by a special reliet 
so as to be able to bring forward division set up for that purpose, 
adequate proof of its correctness the decision of which is final 
(1.e., that such amount is “fair as to all such questions. 

9 
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Auditing Problems Relating to 
Cost-Plus-A-Fixed-Fee Contracts 


By Victor Z. 


3RINK, C.P.A. (Texas) 


The comments set forth here are those of the writer only and are in no 
manner to be interpreted as the official expression of War Department views 


or policies. 


The Problem 


ODERN warfare, as never before, 

requires the use of large quanti- 
ties of supplies and equipment. Man- 
power is and will always be a major 
factor but the extent to which the 
individual man must be supplied 
with weapons and other materiel 
under the methods of modern war 
is far beyond anything experienced 
in previous times. It has been effec- 
tively demonstrated that our war is 
one of production and supply and 
on every hand America has recog- 
nized this problem and worked to 
this end. 

At the same time it has been clear 
that the necessary materiel must be 
paid for in such a manner as will 
avoid the possibility of any indi- 
vidual group exploiting the needs of 
an emergency and securing exces- 
sive profits. On the other hand 
America has followed the basic philoso- 
phy that each enterprise is entitled 
to reimbursement for its true costs 
plus a fair profit. 

The search for the basis of reim- 
bursement which best accomplishes 
the above objectives has been a con- 
tinuous one. During the past war 
use was made of the cost plus a 
percentage of cost method. This 
basis was not deemed to be satis- 
factory because the profit increased 
with the amount of the costs ex- 
pended and it was felt that a con- 
tractor was thereby encouraged to 


increase his costs rather than re- 
duce them. This method was, there- 
fore, abandoned and was made un- 
lawful for use in the present war. 

While a fixed price probably offers 
the most encouragement for the con- 
tractor to reduce his costs the diffi- 
culty here is that it is often impossi- 
ble to determine what the fixed price 
should be. ‘In any new production 
there are many uncertainties and if 
the contractor is to go ahead on a 
particular project he will naturally 
seek a margin of safety to protect 
himself. This margin of safety will 
then tend to express itself in a rela- 
tively high fixed price. 

The present solution has been 
found to a considerable extent in the 
Cost-Plus-A-Fixed-Fee type of con- 
tract. Here the contractor will be 
reimbursed for his actual costs but 
the fee is fixed and thus remains 
the same regardless of the amount 
of the costs actually incurred. This 
eliminates the incentive to increase 
costs so far as it has any bearing on 
the amount of profit earned. Al- 
though it provides no incentive on 
the other side to lower costs there 
is the reasonable premise that the 
contractor will endeavor to do the 
job as efficiently as possible and thus 
protect the interests of his Govern- 
ment. 

The auditing problems in connec- 
tion with Cost-Plus-A-Fixed-Fee 
contracts are obviously great. The 
Government must satisfy itself that 
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the costs claimed by the contractor 
were actually incurred and also that 
they are allowable under the terms 
of the contract. The determination of 
allowability is particularly complex. 
Certain expenditures are clearly 
necessary and incident to the per- 
formance of the contract —as, for 
example, the materials which find 
their way into the finished product 
and the cost of the laborer’s time 
who works directly on the machine. 
Other expenditures such as the con- 
tractor’s income taxes are just as 
clearly outside the range of costs 
chargeable to the contract. Between 
these two extremes, however, are 
many varied types of items which 
must be studied individually and 
interpreted in the light of the con- 
tractual terms with care and judg- 
ment both by lawyers and auditors. 

In plants where work other than 
C.P.F.F. business is carried on the 
problem becomes still more complex. 
Costs of an overhead nature must 
be allocated between the C.P.F.F. 
work on the one hand and fixed price 
Government work and/or commer- 
cial business on the other. The items 
included must in the first place be 
allowable as to “type” under the 
terms of the contract and then in 
addition must be allocated in accord- 
ance with acceptable methods or 
bases. 


Auditing Procedures of the 
War Department 

The older concept of governmen- 
tal auditing has been that all claims, 
together with the supporting papers 
relating thereto, should be audited 
in complete detail. This approach 
resulted in part from peace time con- 
ditions when transactions were not 
so voluminous and when it was, 
therefore, possible to carry out such 
a program, however, it had certain 
very important defects. It involved, 
in the first place, a substantial dupli- 
cation of the accounting activities of 
the contractor which thus resulted in 
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a waste of auditing effort. It tended 
in many cases to encourage routine 
checking which often led to a loss of 
over-all perspective as to other im- 
portant aspects of the transactions. 
It also tended to a considerable ex- 
tent to encourage the contractor to 
lean too heavily on the work of the 
Government auditor and to encour- 
age placing the total responsibility 
on the Government — even though 
never actually warranted by the 
terms of the contract. 

As the war program developed it 
became increasingly apparent that it 
was physically impossible to audit 
all claims in this detailed manner. 
The program of detailed auditing, in 
addition, was diverting manpower 
into these channels away from othe 
vital parts of the war program. It 
also became increasingly evident 
that the procedures were wasteful 
and in many respects ineffective. 
These factors led to a reconsidera- 
tion of War Department auditing 
procedures and the adoption of a 
new approach. 

The present auditing procedures 
of the War Departinent start out 
with the recognition of the fact that 
most large contractors are organiza- 
tions which have been established 
for a number of years and that they 
have developed a system of internal 
procedures which provides for a con- 
tinuous program of internal checks 
to assure the accuracy and reliability 
of their recorded transactions. The 
Government auditors first study the 
contractor's internal procedures and 
determine that they are both prop- 
erly designed and efficiently oper- 
ated. Where such a system of 
internal control exists the Govern- 
ment auditor then eliminates certain 
detailed phases of his own auditing. 
lf the internal procedures are defec- 
tive in particular respects an effort 
is made to get the contractor to mod- 
ify his own procedures to provide 
the proper degree of internal control. 

Under this program the primary 
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responsibility for the accuracy of 
his claims for reimbursement is 
placed squarely on the contractor’s 
shoulders. The contractor is asked 
to handle his internal procedures in 
accordance with the same standards 
he would employ for his regular 
commercial business operations and 
to regard the governmental auditing 
as an examination to satisfy the 
Government that the internal proce- 
dures are functioning properly and 
thus protecting the interests of the 
Government. 

The auditing carried out by the 
Government does not imply that 
some transactions are examined and 
that others are ignored. There will 
still be a complete review of certain 
phases which are of special impor- 
tance. For example, all invoices 
covering direct charges to the con- 
tract will be reviewed to determine 
whether there is evidence that they 
are supported by properly approved 
purchase orders and receiving re- 
ports and that the charge is allowable 
under the contract. Other phases 
will, however, be examined only in 
a representative number of cases, as, 
for example, that extensions and 
footings are correct, and that the 
quantities billed agree exactly with 
the details shown on the receiving 
reports. In those cases where given 
items are selected for an extended 
examination the various details will 
be followed through without excep- 
tion to determine the accuracy with 
which given internal procedures are 
being carried out. If the portions 
audited indicate numerous errors, the 
scope of the examination must be 
extended to a detailed check of that 
phase of the accounts. 


The new procedures also call for a 
more extended consideration of those 
phases of the transactions where the 
more difficult problems arise. Cer- 
tain accounts such as executive com- 
pensation, taxes, repairs, donations, 
and the like merit greater attention 
and are examined with special care. 
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Similarly, matters of overhead dis- 
tribution and allocations of joint 
costs are audited in greater detail. 

This program of auditing is set 
forth in greater detail in the “Manual 
for Administrative Audit of Cost- 
Plus-A-Fixed-Fee Supply Contracts” 
issued by the War Department on 
August 14, 1942 and in the “Manual 
for Administrative Audit of Cost- 
Plus-A-Fixed-Fee Construction Con- 
tracts” issued August 29, 1942. Most 
of you are probably familiar with 
these manuals which have been made 
available to contractors as well as to 
governmental personnel and in the 
case of the first manual is avail- 
able from the Government Printing 
Office. It is believed that these 
manuals are particularly significant 
because of the emphasis placed on 
the contractor’s system of internal 
control and the explanations con- 
tained therein as to what constitute 
acceptable internal procedures for 
the contractor’s organization. The 
supply manual, for example, which 
consists of 44 pages, devotes 14 of 
them to the nature of internal con- 
trol and guides for the appraisal of 
the contractor’s internal control. 
This exactly agrees with the 14 
pages of the manual which are de- 
voted exclusively to auditing proce- 
dures—the remainder of the manual 
dealing with other related matters 
and an appendix. 


The new manuals are at the pres- 
ent time being put into operation by 
the War Department agencies which 
procure their material to a major 
extent on a Cost-Plus-A-Fixed-Fee 
basis. These are the Corps of En- 
gineers, the Ordnance Department, 
and the Army Air Forces. The Fis- 
cal Division, Headquarters, Services 
of Supply acts in this connection as 
a coordinating agency to put the 
auditing procedures of all of the War 
Department agencies on a uniform 
basis, and to determine that the 
above agencies are effectively admin- 
istering their respective programs. 
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The results obtained thus far are 
most promising and further progress 
is still to be expected. Large field 
staffs are being reduced and many 
persons are being made available for 
other war activities. In all cases the 
more experienced people are being 
retained and it is believed that a 
more effective audit is actually be- 
ing obtained which goes even farther 
than formerly in protecting the in- 
terests of the Government. It is also 
worthy of note that contractors have 
accepted the greater responsibilities 
placed upon them and have cooper- 
ated with the War Department to 
obtain the results which are so 
mutually advantageous from the 
long run point of view. 


The Decentralized General Account- 
ing Office Field Audit 


The War Department has not been 
content with simplifying its own 
auditing procedures. It has extended 
its efforts in every possible way to 
cut down paper work incident to 
the administration of Cost-Plus-A- 
Fixed-Fee contracts, to eliminate 
duplication of work, and to expedite 
the reimbursement of the contractor. 
In this connection the War Depart- 
ment has worked with the General 
Accounting Office in developing a 
new decentralized field procedure for 
the audit which is made by the Gen- 
eral Accounting Office of the Comp- 
troller General. 

As many of you no doubt know, 
after the War Department agency 
involved completes its administra- 
tive audit to protect the interests of 
the War Department, the voucher 
covering the reimbursable costs is 
transmitted to the Finance Office for 
payment and then to the General 
Accounting Office for final audit. 
Three sets of supporting documents 
are required from the contractor, one 
set of which is retained by the War 
Department auditor for his own files. 
The Finance Officer is accountable 
for the disbursement of funds which 
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are placed under his control and he, 
therefore, has required a set of sup- 
porting documents as a basis for 
such examination as he deems neces- 
sary to protect his interests. The 
other set of supporting documents— 
the originals—is sent to Washington 
and is transmitted through proper 
channels to the General Accounting 
Office for their audit to determine 
that the funds have been disbursed 
in accordance with legal authority. 

The above procedures involve 
several important disadvantages. .\ 
great burden is placed on the con- 
tractor in the way of supplying the 
three copies of supporting docu- 
ments and there is also considerable 
duplication of auditing effort. The 
delay which normally results from 
this procedure holds up reimburse- 
ments to the contractor while the 
Finance Officer is making his exam- 
ination and in addition the contrac- 
tor is faced with the possibility that 
the General Accounting Office may 
take exception to particular claims 
after a considerable period of time— 
usually six months to a year—has 
elapsed, thus leaving the contractor 
in an uncertain position. 


The _ disadvantages mentioned 
above were recognized and the War 
Department and the General Ac- 
counting Office set out to develop 
new procedures which would elimi- 
nate the duplication of effort and 
delay involved. Under the new pro- 
cedures recently developed, and as 
introduced for given contracts, the 
General Accounting Office audit will 
be made in the field, instead of at 
Washington, within ten days after 
payment has been made by the 
Finance Officer. The contractor will 
now be required to submit only one 
set of supporting documents — the 
originals. This in itself will reduce 
the clerical costs of the contractor 
and will result in savings incident to 
the physical handling and shipment 
of a lesser volume of supporting 
papers. 


203 





The New York Certified Public Accountant 


The one set of documents will be 
used by the War Department audi- 
tor for his administrative audit and 
will be retained by him for his files. 
In view of the prompt audit which 
will be made by the representatives 
of the General Accounting Office, 
the Finance Officer is in a position 
to dispense with his examination of 
supporting documents and no sup- 
porting papers will, therefore, be 
transmitted to him. This will speed 
up the payment of the voucher, 
which can then be made_ within 
approximately twenty-four hours. 
As soon as the Finance Officer ad- 
vises the representatives of the Gen- 
eral Accounting Office, located at the 
project, that payment has been made 
the General Accounting Office audit 
will be carried out by using the docu- 
ments in the files of the Field Audi- 
tor. 

The field audit procedure as out- 
lined above will bring to light any 
questions on the part of the Gen- 
eral Accounting Office representa- 
tive while the papers are intact and 
while the details of the transactions 
are still reasonably fresh in the 
minds of all interested parties. Most 
of these questions have to do with 
the completeness of the supporting 
papers and it is estimated on the 
basis of given tests that 97% of the 
matters which would ordinarily lead 
to formal suspensions can be cleared 
up in the field and thus avoid a for- 
mal suspension. Moreover, it is 
believed that when the General 
Accounting Office representative is 
on the ground a more effective audit 
can be made since he will be in a 
position to visualize the problems 
peculiar to each situation. 

The contractor will benefit by re- 
ceiving reimbursement of his claims 
more promptly and thus being able 
to use his capital more effectively 
for other war production. He will 
also know more clearly where he 
stands since the General Accounting 
Office audit will be completed 
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promptly and this audit will be con- 
clusive, in the absence of fraud and 
subject to the annual settlement of 
overhead in the case of mixed plants. 

The new procedure has already 
been introduced in certain key cen- 
ters including Detroit, Chicago, 
Philadelphia, Baltimore, Los An- 
geles, Denver, and St. Louis. It 
will be extended to other locations 
as fast as qualified personnel can be 
obtained and as warranted by the 
volume of Cost-Plus-A-Fixed-Fee 
transactions in given areas. It is 
proving to be extremely successful 
and is, it is believed, resulting in an 
important contribution to the war 
effort. 


The Internal Auditor and 
Governmental Auditing 


The part of the internal auditor 
and the activities carried on by the 
internal auditing department is one 
of extreme importance in its relation 
to the entire program of govern- 
mental auditing as now in effect for 
Cost-Plus-A-Fixed-Fee contracts. In 
the section of the new audit manual 
which deals with internal control 
it is stated: 

“The internal auditing program, 
when carried on by persons inde- 
pendent of the regular accounting 
procedures, represents an impor- 
tant means of improving and main- 
taining the system of internal 
control. Its function is to main- 
tain a continuous check on the 
operation of the accounting and 
financial procedures. 

Where such a program is car- 
ried out by the contractor, it 
should be given weight in deter- 
mining the reliance to be placed 
on the system of internal control.” 


As pointed out in the preceding 
sections of this paper the basic ap- 
proach of the War Department au- 
diting procedures is to determine 
that the contractor has an efficiently 
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operating system of internal proced- 
ures so that the War Department 
auditor can then rely to a consider- 
able extent on the fact that the ac- 
counting results have been subjected 
to proper internal checks and are, 
therefore, accurate. The internal au- 
diting department seeks to achieve 
the same objectives and, through its 
own internal auditing procedures, 
checks on the accuracy of the re- 
corded transactions, the accounting 
policies involved, and the efficiency 
of the internal processes and proced- 
ures which are related thereto. 

In addition, the internal auditing 
staff can render other important serv- 
ices to the War Department auditors 
by discussing the various aspects of 


the internal procedures questioned 
by them and assisting®in the working 
out of any modifications deemed nec- 
essary to protect the interests of the 
War Department. Cooperation and 
teamwork between the contractor 
and the War Department in the way 
of developing proper internal pro 
cedures for the contracting organi- 
zation is an essential aspect of the 
entire program of War Department 
auditing. Internal auditors have a 
unique opportunity to render con- 
structive service both to the organi- 
zations of which they are a part and 
to the War Department in making 
the program successful and in this 
way contributing to the interests of 
our nation in these critical times. 
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Answers to Questions Presented by 
The New York Chapter of the Robert Morris Associates 


Answered by the 


Committee on Cooperation with Bankers 


of 


The New York State Society 
of Certified Public Accountants 


Ata Joint Meeting November 17, 1942 


INTRODUCTION 


HE following members of the Committee on Cooperation with Bankers 
of The New York State Society of Certified Public Accountants were 
guests at a joint meeting with the members of the New York Chapter of the 
Robert Morris Associates held at the Harvard Club in New York on 
November 17, 1942: 
J. AntHUR Marvin, President, 
The New York State Society of Certified Public Accountants 
WarreEN W. Nisstey, Chairman, 
Committee on Cooperation with Bankers 
FRANKLIN C, ELLis 
P. W. R. GLoverR 
JoserH J. KLEIN 
Epwarp A. KRACKE 
FELIX G. LANGER 
WitiiAM W. Law 
SIMON LOEB 
M. L. SEIpMAN 


At the meeting, the accountants answered certain questions which had 
previously been submitted to them by members of the Robert Morris Asso- 
ciates. It was emphasized by the accountants that the answers given repre- 
sented the opinions of the members of the Committee only and that they 
were not to be considered as official pronouncements of The New York 
State Society of Certified Public Accountants. The questions and answers 
follow. 


Question No. 1: If a company has 
outstanding a term loan or a Regu- 
lation V loan, is the accountant obli- 
gated to review any agreements or 
guarantees in connection therewith? 

If so, should the statement or ac- 
companying opinion or report refer 
to any covenants of material inter- 
est to credit grantors or stockholders ? 


Assuming a Regulation V agree- 
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ment provides for loans to be avail- 
able for a term in excess of a vear, 
what are the arguments for and 
against treating as a current liability 
90 day notes under such an agree- 
ment? 


Answer: As part of his examina- 
tion the independent public account- 
ant should certainly review the agree- 
ments and guarantees in connection 
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Questions and Answers 


with any term loans and Regulation 
V loans. Reference should be made 
either in a footnote to the balance 
sheet or in the accompanying re- 
port or opinion—preferably in a 
balance sheet footnote — to any ma- 
terial factors such as pledge of in- 
ventories and receivables, restrictions 
as to dividends, etc. Balance sheet 
footnotes are of course the clients’ 
representations and if proper refer- 
ence is omitted therefrom the inde- 
pendent accountant has no alterna- 
tive other than to cover the subject 
in his report. 

The arguments against treating 
90-day notes issued under these loans 
as current Jiabilities would be— 


That they are part of a revolv- 
ing loan over a period of more 
than one year and the notes are 
renewable from time to time under 
the agreement. 

In the event of cancellation of 
war contracts on the termination 
of the war, any balance owing 
representing work in progress will 
not become due and payable until 
a final settlement of the contract. 


The stronger arguments in favor 
of treating the notes as current lia- 
bilities are— 

The renewal feature is not un- 
qualified and is usually dependent 
on a number of factors such as the 
amount of war contracts and U. S. 
Government receivables outstand- 
ing, maintenance of a_ specified 
amount of working capital, etc. 

The loans are intended to be for 
war contracts and the funds can- 
not be used for general purposes. 

The loans are supposed to be 
liquidated or reduced from time to 
time trom the proceeds of war 
contracts. 

Inasmuch as the notes are 
issued against inventories and re- 
ceivables which are included in 
current assets, the corresponding 
liability should be shown as cur- 


rent. 
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Question No. 2: Should the ac- 
countant in his report refer to any 
contracts which are subject to re- 
negotiation and the extent of any 
contingent liability in that connec- 
tion ? 

Answer: Wherever in the judg- 
ment of the examining independent 
Certified Public Accountant the re- 
sults of renegotiation might be ma- 
terial or significant in respect to the 
accounts of the company as a whole, 
particularly the Income Account, it 
is our opinion that reference should 
be made thereto. 

Inasmuch as the management of 
the concern has primary responsi- 
bility regarding its accounts, they 
should prepare a note in clear un- 
equivocal terms stating the situation 
and contingencies regarding rene- 
gotiation of contracts, which note 
should be approved by the examin- 
ing independent Certified Public 
Accountant. Thereafter, the exam- 
ining independent Certified Public 
Accountant could, in the opinion 
paragraph of his report, refer suit- 
ably to the representation of the 
client regarding renegotiation of con- 
tracts. It, of course, must be under- 
stood that it is impossible for an 
Independent Accountant, or manage- 
ment, to forecast the results of re- 
negotiations and their effect upon 
the affairs of the Company. How- 
ever, it is desirable, wherever pos- 
sible, to give some intimation as to 
the extent of the renegotiations. For 
example, the approximate percentage 
of sales involved could be stated. 


Question No. 3. Where an account- 
ant actually prepared the balance 
sheet, income statement and surplus 
reconciliation (which is probably 
true in the majority of instances) 
why shouldn't he state exactly what 
he did as exemplified by the follow- 
ing certificate quoted verbatim: 

“We have examined the books 
and records of X Company for the 
vear ended X date, and have pre- 
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pared the accompanying balance 
sheet, income statement and profit 
and *.? instead of the 
phrase more generally used: We 
have examined the balance sheet 
of the X Company as of X date, 
and statments of income and sur- 
plus for the vear then ended,” ete. 

Does this also raise the question as 


loss. et 


to who prepares the balance sheet 


the company or the accountant ? 


Answer: The present standard 
form of accountants’ report or opin- 
ion to be used in where no 
special points arise in an examination 
ir no exceptions need be taken, was 
adopted after a great deal of thought 
ind deliberation by accounting so- 
cieties and members of the profes- 
sion and is a considerable improve- 
ment on the and varied forms 
in use in the past. 

The opening phrase “We have 
examined the balance sheet” was 
adopted instead of the phrase “We 
have examined the books and ac- 
counts” in order to emphasize the 
point that the financial statements 
on which the independent public 
accountant expresses an opinion are 
the statements of the company and 
that full responsibility for the state- 
ments rests with management. The 
phrase together with the rest of the 
paragraph eliminates any ambiguity 
as to the scope of an examination 
which might possibly be read into 
the phrase “\WWe have examined the 
books and records.” In at least one 
court case this phrase was taken to 
mean that every book and record of 
the company together with support- 
ing vouchers had been examined in 
complete detail. The first paragraph 
of the present form makes it clear 
that examinations are conducted by 
an appropriate process of testing 
and sampling without a detailed 
audit of all books and all trans- 
actions. 


Cases 


mans 


It is recognized that in quite a 
number of instances, particularly in 
the case of smaller companies which 
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do not have experienced controilers 
in their employ, the public account- 
ant is required actually to prepare 
and the financial statements 
on behalf of the management. This 
procedure does not relieve manage- 
ment of its responsibility for the 
form and substance of the state- 
ments. This responsibility of man- 
agement for financial statements is 
very strongly emphasized in some 

f reports and the 


type 


of the releases of 
Securities and Exchange Commis- 
sion. 

Many questions, within the 
of acceptable accounting practice 
arise in periodical closings which 
must be decided with or without the 
advice of the accountant before the 
books are closed, such as the rates 
of depreciation to be used, provi- 
sions for bad debts, basis of inven- 
tory valuations, whether 
market, first in-first out, last in-frst 
out, ete. It is the responsibility of 
management and not of the public 
accountant to make final decisions 
on these points and the statements 
therefore do not reflect decisions of 
the public accountant even if the 
statements are prepared by him. 

After appropriate tests of 
and records, the accountant 
renders his opinion on the financial 
statements in his capacity as inde- 
pendent auditor and if he does not 
agree with some of the decisions of 
the management as reflected in the 


range 


cash or 


+1, 
Che 


be d{ ks 


statements, he is entitled to take 
any exceptions in his report that he 


may deem proper. However, it he 
states in his report that he has “ 
pared” the statements, it might be 
inferred that he had assumed the 
prerogatives of management and had 
decided all points of principle on 
which the accounts were based so 
that he would not be entitled to take 
any exceptions in his report. 


re 
pnre- 
i 


Question No. 4: The previous tax 
anticipation notes available for cor- 
use bore no interest unless 
used in the payment of taxes and 


porate 
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Questions and Answers 


not assignable. The present 
: C Tax Savings Notes may be 
(after 6 months from pur- 
chase date) with accrued interest 
and can be hypothecated to a bank 
for loans. 

Due to these differences—should 
the accounting procedure, approv- 
ing the showing of tax notes as a 


reduction of tax liability, be changed ? 


cashed 


Answer: \Vith the introduction 
of “Series ‘C’-—Tax Savings Notes,” 
additional elements have been in- 
jected which did not apply to pre- 
vious series. These are concerned 
mainly with investment, income, re- 
demption and collateral features. 
As to the treatment of series “A” 
in the Balance Sheet, they may be 
presented properly as inclusion 
among current assets or as a deduction 
against the tax liability. If there is 
any departure from the original pur- 


pose for which purchased, they 
Lonid he included < Saereryeys 

shouk ye Inciuded among assets 
only. For those whose professional 


sense of proprieties as to accepted 
accounting practice, may be offended 
by the application of an asset as a 
direct offset against a liability, it is 
believed that the basic purpose for 
which the notes were purchased, to 
wit: payment of tax labilitv, may 
warrant the procedure. 

Series “C” has been stated as 
offering “(a) a systematic method 
of accumulating funds for the pay- 
ment of taxes, and (b) an exception- 
ally attractive medium for the safest 
investment in the world idle 
funds.” They may be converted into 
cash at par and accrued interest 6 
months after purchase on 30 days 
notice; and they may be hypothe- 
cated as collateral for loans—re- 
stricted however, to bank loans only. 
If purchased for investment  pur- 
poses, they should, of course, be in- 
cluded among current assets at cost 
and accrued interest—with the date 
of purchase and any hypothecation 
indicated. 


Even if purchased primntrily by 


tor 
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way Of antici] 


ation of tax lability. 
he more conservative method would 
ve to include them among current 
assets with proper footnote explana- 
tion. However, there appears to be 
no serious objection to showing 
these items as a deduction from the 
tax liability. In the latter case, it 
is believed, it would be preferable to 
add a reference to the fact that the 
notes were acquired and are being 
held for tax liquidation purposes, 
pursuant to Board action. 

It would seem that the intent of 
management as well as prevailing 
circumstances at the balance 
date could properly influence the 
method of presentation on the bal 
ance sheet itself. 

The foregoing brief references are 
not to be construed as emanating 
from the profession itself. It is pos- 
sible that appropriate committees of 
the Institute of Account- 
ants and the New York State Society 
ot Certified Public Accountants may 
be engaged in considering this mat- 
ter anda pronouncement from either, 
or both, may be forthcoming as to 
some standard procedure generally 
to be followed. 


+ 
1 
i 


sheet 


N aaricran 
AMETICAaAN 


Question No. 5: Under current 
conditions purchases and sales com- 
mitments tend to involve larger do!- 
lar amounts than in recent years. 
ldo accountants feel that in recogni- 
tion of this situation they should 
more generally include in their re- 
ports data on commitments? 

Answer: The answer to this ques- 
tion is related solely to concerns who 
may be, or are, secking bank credit 
and in this connection the Committee 
has noted that the question deals 
only with whether or not information 
should be furnished regarding pur- 
chases and sales cominitments under 
current conditions. In the opinion 
of the Committee the important point 
is for the independent Certified Pub- 
lic Accountant when reporting upon 


the acco-1nts of a concern to disclose 
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losses, material in amount, indicated 
by prevailing market prices. In this 
connection any such losses that 
might arise should be of significance 
in respect to the business of the con- 
cern as a whole. Otherwise, they 
should not be reported. Further- 
more, in respect to many, if not all, 
Government contracts, the contrac- 
tor would not be liable tor losses on 
purchase commitments, as in the 
event of a contract being cancelled 
before complete delivery, the Govetn- 
ment undertakes to reimburse the 
contractors for the materials on hand 
at the time of cancellation. The 
Committee, however, believes that 
under current conditions the credit 
grantor should receive a statement 
of purchases and sales commitments 
of material amount in connection 
with reports issued for credit pur- 
poses by independent Certified Pub- 
lic Accountants. 


Question No. 6: Ifa corporation 
paying an excess profits tax is en- 
titled under the Revenue Act of 1942 
to a post-war credit, should this 
credit be recorded on the operating 
statement as current earnings or 
should it be treated as deferred in- 
come? 


Answer: So-called post-war credit 
against the excess profits tax of cor- 
porations should appear on the in- 
come statement as a deduction from 
the gross excess profits tax figure, 
and the right to receive the refund 
should be shown in the _ proper 
amount on the balance sheet below 
current assets. 

Where part or all of the post-war 
credit is availed of currently, a foot- 
note on the income statement should 
provide sufficient information to rec- 
oncile the income statement and the 
balance sheet as to this item. 

Only by such procedure can the 
statements of companies paying ex- 
cess profits taxes be comparable 
where they differ as to the current 
application of post-war credits. If 
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no recognition is given to the post- 
war credit until availed of, the taxes 
will be overstated and, on the other 
hand, if excess profits taxes are 
stated at the net figure without 
specifically indicating the amount ot 
the credit the comparisons men- 
tioned will not be possible. 


Question No. 7: Government ad- 
vances On war contracts originate 
in various ways and are subject to 
a diversity of provisions. What 
should be the responsibility of the 
accountant toward informing the 
credit grantor concerning— 

1. the nature and extent of liens 
on assets securing Government 
advances: 

2. requirements or restrictions as 
to application of moneys ad- 
vanced? 


Answer: Answering Question No. 
7, we are of opinion that a report 
prepared for the use of a credit 
grantor should include necessary in- 
formation regarding both Items 1 
and 2. 


Question No. 8: One argument 
for changing inventory valuation 
basis at this time from first-in first- 
out to LIFO is that thereby a lower 
Federal income tax liability is in- 
curred. Assuming that the reverse 
situation may develop sometime in 
the future, is it proper to set up a 
reserve for the potential tax that 
may result when prices decline, addi- 
tional to that which would then pre- 
vail if the LIFO method had not 
been adopted? 


Answer: In what may be called 
a complete price cycle, the aggre- 
gate net income (theoretically, at 
least) is the same whether “lifo,” 
first-in, first-out, or any other ap- 
proved inventory basis is employed 
consistently. When prices are at the 
higher levels, the net income under 
the “lifo” method is less than under 
the first-in, first-out method. It fol- 
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lows, therefore, that decreases in net 
income in one or more years of the 
price cycle offset increases in other 
years of the cycle. 

The precise question submitted 
apparently deals with the need of 
setting up tax reserves in years when 
net income is “under normal” against 
years when net income will be 
“above normal.” In our opinion, 
such reserves are both unnecessary 
and impracticable: Such reserves are 
unnecessary because the reader oi 
the financial statement, which should 
disclose that the “lifo” method of in- 
ventorying is employed, may be as- 
sumed to know “lrfo” idiosyncrasies ; 
such reserves are impracticable be- 
cause future tax rates and other fac- 
tors necessary for determining tax 
liability are presently unknown and 
unascertainable. 

Moreover, two changes in the fed- 
eral taxing statute make less neces- 
sary than hitherto the need of at- 
tempting to provide the theoretical 
type of tax reserves under discus- 
sion: (1) The two-year carry-back 
of net operating losses is now pro- 
vided to supplement the former two- 
year carry-over of such losses. (2) 
A new provision which permits re- 
placement of depleted inventories 
within three years after the termina- 
tions of the war and an adjustment 
of net income for the taxable year 
with respect to which this relief is 
elected, the adjustment consisting of 
an increase or a decrease, depending 
upon whether the replacement was 
at unit prices above or below the 
“lifo” inventory valuation of the de- 
pleted stock, with adjustments, of 
course, for the intervening years be- 
tween depletion and replacement. 

We do not assume that the ques- 
tioner had in mind tax reserves due 
to the possibility that taxpayers who 
had introduced “lifo” inventory val- 
uation might be denied the privilege, 
because of the use of interim financial 
reports on bases other than “lifo.” 
Concern about this matter has been 
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Questions and Answers 


eliminated by an appropriate provi- 
sion in the new law. 

Finally, we do not assume that 
the questioner had in mind the need 
of reserves to meet situations where 
the “lifo” inventory valuation ex- 
ceeds replacement value at inven- 
tory date. Of course, in such situa- 
tions reserves are necessary. 


Question No. 9: In recent litiga- 
tion, both parties to the proceedings 
filed affidavits of opinion by reput- 
able accountants on the question of 
whether consolidated or individual 
statements were the proper basis 
for determining income available for 
dividends. How can this apparent 
difference of opinion be explained ? 

The decision approved the use of 
the income statement of the indi- 
vidual corporation. What influence 
is this likely to have upon the ac- 
countant’s presentation of income 
statements of corporations with con- 
trolled subsidiaries? 


Answer: This question evidently 
refers to the Court decision in the 
American Car & Foundry Co. case 
which involved the payment of divi- 
dends on an issue of non-cumulative 
preferred stock. Any difference of 
opinion as between the two groups 
of affidavits in the case, such as 
suggested in the question is more 
apparent than real. It would seem 
as a matter of fact that the two sets 
of affidavits deal with different as- 
pects. One side deals with the 
method of determining real net earn- 
ings and no mention is made of in- 
come available for dividends while 
the other side deals with the method 
of determining net income of a par- 
ent company available for payment 
of dividends to its stockholders. 
The only difference of opinion would 
appear to be that one side holds that 
real net earnings can be determined 
only from consolidated statements 
while the other side takes the posi- 
tion that earnings can be determined 
from a parent company statement 
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with proper supplementary §state- 
ments—probably a distinction with- 
out a difference. This distinction 
evidently created the unwarranted 
impression that it was in accordance 
with sound accounting practice to 
determine the profits and position 
f a company, as such, without con- 
sideration of the results of opera- 
tions of wholly owned subsidiaries. 
Undoubtedly, neither would 
take the position that a parent com- 
pany with wholly owned = subsidi- 
aries could properly report or pay 
dividends out of its own earnings 
and income from dividends of profit- 
able subsidiaries without giving con- 
sideration to providing for losses of 
ther unprofitable subsidiaries in ex- 


side 


cess of such earnings and dividends. 

It is apparent that the Court de- 
cision turned largely on special facts 
and on the form of presentation of 
the issues and so does not have any 
wide accounting significance. It 
would be unwise to generalize from 
it. There are relatively few non- 
cumulative preferred stocks outstand- 
ing and general accounting is natu- 
rally not greatly influenced by the 
possible use of accounts in determin- 
ing the rights of holders of such 
There should be a_ wider 
recognition of the fact that general 
purpose accounts are not necessarily 
appropriate for the determination of 
equities or rights in respect of un- 
usual contractual relations. 


stocks. 


HAVE YOU MADE YOUR CONTRIBUTION TO 


THE AMERICAN RED CROSS 


WAR FUND? 
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Securitics and 


Exchange 


Commission Releases 


SECURITIES AND EXCHANGE COMMISSION 


,CCOUNTING SERIES RELEASE No. 42 
January 8, 1943 


he Securities and Exchange Commis- 
sion today made public an opinion in its 
\ecounting Series indicating the disclos- 
ure to be made in financial statements with 
respect to reserves established to provide 
for possible losses and other contingencies 
existing war conditions. 


prepared by William W. 


arising out of 
The opinion, 


Werntz, Chief Accountant, follows: 
“In view of the material effects which 
war conditions may have on the results 


of operations and the financial condition 
of corporations, careful consideration must 
be given to the need for establishing ap- 
fate reserves intended to provide for 
settlement of war production con- 
tracts, for post-war readjustments, and 
for other possible losses or adjustments 
resulting from present conditions. Where 
such reserves are established, a full and 
accurate disclosure of the reserves estab- 
lished a1 id the purposes thereof is required 
gulation S-X in financial statements 
with the Commission.* 

“Since reserves such as those mentioned 
will differ in character, depending on the 
purpose underlying their establishment, 
the provisions of Regulation S-X that wiil 
be applicable depend to some extent upon 
the nature of the particular reserves. Re- 
serves in the nature of valuation or quali- 
fying reserves are required to be deducted 
from the assets to which they apply in 
conformity to Rule 3-11 of Regulation 
S-X. Others not relating to specific assets 
should properly be shown under Caption 
32 of Rule 5-02—Reserves, not elsewhere 
shown. In still other cases the contin- 
gency or condition against which the re- 
serve is provided may be so indefinite and 
problematical that the reserve is in effect 
no more than earmarked earned surplus 
and can best be shown as a subdivision 
thereof. Finally, in certain cases the re- 
serve may reflect the estimated amount 
of an actual liability and should be shown 
as such. In any case the caption of each 
reserve or major class of reserves should 
be clearly descriptive of the purpose for 
which the reserves has been established. 
It should further be noted that Rule 12-13, 
which asks for supporting data as to all 
reserves not included in specific schedules, 
requires that the reserves be grouped and 
listed according to major classes under 
properly descriptive titles. While the in- 
structions permit the grouping of special 
tingency reserves it would be improper, 
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‘Cf. American Institute of 
‘\ccounting for Special Reserves 


Accountants, Ac ng | 
Arising Out of the War, 


in my opinion, so to group reserves oi 
the character under discussion or to com- 
bine them with other reserves as to fail to 
clearly the various types of war 
and conditions for which 
reserves have been established. 

“Classification and description of the 
charges made in establishing such reserves 
should likewise be given careful attention. 
In this connection it should be noted that 
Rule 3-19 (c) requires disclosure of the 
policy followed as to providing for depre- 
ciation, depletion, obsolescence, and amor- 
tization. Where establishment of a reserve 
of the type under discussion involves a 
modification of any of such policies, a 
clear statement is called for by the rule. 
Where the offsetting charges are not made 
to the profit and loss or income statement 
it will be noted that the schedules required 
in support of reserves call for a clear 
description of the circumstances. Where 
the offsetting charges are made to the in- 
come statement, it will be noted that Rule 
5-03 requires the amounts, if significant, 
to be stated separately and clearly de- 
scribed, unless properly includible under 
the caption ‘Cost of Sales, which caption 
the rule does not require to be subdivided. 

“Particular attention is also directed to 
the fact that the requirements of Regula- 
tion S-X are to be considered to be 
minimum requirements and that Rule 3-06 
specifically requires that there ‘shall be 
added such further material information 
as is necessary to make the required state- 
ments, in the light of the circumstances 
under which they are made, not mislead- 
ing. However, care should be taken that 
no disclosure of information is made which 
would contravene the Code of Wartime 
Practices. 


disclose 
contingencies 


“Reserves of the character under dis- 
cussion may in some cases indicate a 
future need of cash, as for example in the 
case of reserves for separation allowances 
While the provision of funds to meet 
necessary expenditures is not a matter of 
accounting policy, it may be appropriate 
to point out that the mere establishment 
of a reserve will not of itself ensure the 
accumulation and availability of such 
liquid funds as may be required. Where 
such future cash requirements exist, inde- 
pendent consideration should be given, as 
a matter of financial policy, to the desir- 
ability of taking additional steps toward 
providing such funds, as by ‘funding’ the 
reserve through accumulation and possibly 
segregation of cash or liquid assets equiva- 
lent to the reserves established.” 


Bulletin No. 13, 
1942, 


Research 
dated January, 


counting 
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ACCOUNTING SERIES RELEASE No. 43 
January 26, 1943 


The Securities and Exchange Commis- 
sion today announced the adoption of two 
amendments to Regulation S-X prescrib- 
ing the manner in which original cost data 
and other components of utility plant are 
to be shown in balance sheets of public 
utility companies and consolidated balance 
sheets of public utility holding companies 
filed with the Commission. In accordance 
with the usual practice of the Commission, 
comments and suggestions as to prelimi- 
nary drafts of the amendments were 
obtained from various interested persons, 
including representatives of state regu- 
latory commissions and the national pro- 
fessional societies. 

Underlying the new rules is the belief 
that the segregation of original cost, his- 
torical cost and other components of book 
amounts of utility plant is, in the light of 
present trends of rate regulation, of great 
concern to investors. While the amend- 
ment only requires segregation in the 
balance sheet itself in those cases where 
the original cost reclassification has been 
entered on the books, it also calls for 
appropriate footnote disclosure where 
original cost studies are not required or 
have not been completed. 

The text of the Commission’s 
follows: 

The Securities and Exchange Commis- 
sion, acting pursuant to authority confer- 
red upon it by the Securities Act of 1933, 
particularly Sections 7 and 19 (a) thereof, 
and the Securities Exchange Act of 1934, 
particularly Sections 12, 13, 15 (d), and 
23 (a) thereof, and deeming such action 
necessary and appropriate in the public 
interest and for the protection of investors 
and necessary for the execution of the 
functions vested in it by said Acts, hereby 
amends Regulation S-X as follows: 

I. By adopting the following new Rule 


“Rule 4-13. Special Requirements as to 
Public Utility Holding Companies. 

“In the consolidated balance sheet of 

a public utility holding company and its 


action 


subsidiaries, tangible and intangible 
utility plant shall be segregated so as 
to show separately the original cost, 
plant acquisition adjustments, and plant 
adjustments, as required by the systems 
of accounts prescribed by the applicable 
regulatory authorities. In addition, 
there shall be shown the difference 
between the amount at which the par- 
ent’s investment is carried and _ the 
underlying book equity of subsidiaries 
as at the respective dates of acquisition. 
The above classification of utility plant, 
however, is not required of companies 
included in consolidation which are not 
otherwise required to make such a 
classification or which have not com- 
pleted the necessary original cost 
studies. If such classification is not 
otherwise required or if such original 
cost studies have not been completed, 
an appropriate explanation of the cir- 
cumstances shall be set forth in a foot- 
note which shall include a_ specific 
statement as to the status of the original 
cost studies and, to the extent prac- 
ticable, the results indicated thereby.” 


II. By amending caption 13 of Rule 
5-02, Balance Sheets, to read as follows: 


“13. Property, Plant and Equipment. 
—Tangible and intangible utility plant 
of a public utility company shall be 
segregated so as to show separately the 
original cost, plant acquisition adjust- 
ments, and plant adjustments, as re- 
quired by the systems of accounts pre- 
scribed by the applicable regulatory 
authorities. This rule shall not be 
applicable in respect of companies which 
are not otherwise required to make such 
a classification or have not completed 
the necessary original cost studies. If 
such classification is not otherwise re- 
quired or if such original cost studies 
have not been completed, an appropriate 
explanation of the circumstances shall 
be set forth in a footnote which shall 
include a specific statement as to the 
status of the original cost studies and, 
to the extent practicable, the results 
indicated thereby.” 
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FEDERAL TAXES ON CORPORATIONS 

1942-43 

By Robert H. Montgomery 

Ronald Press, New York, 1943 

2 Volumes—Gross Income and Deduc- 
tions, 1056 pages; Tax Determina- 
tion and Returns, 981 pages—each 
volume $7.50. 


FEDERAL TAXES ON Estates, TRUSTS 
AND Girts 1942-43 

sv Robert H. Montgomery 

Xonald Press, New York, 1943 

( 


/09 pages, S750: 


I 
| 


Since Montgomery’s tax books are 
known to every tax practitioner, it is 
needless to say anything as to their 
value. The 21st issue is like its prede- 
cessors, complete and authoritative. 
The Federal Taxes on Corporations 1s 
a two-book unit concentrated on cor- 
porate requirements under the Internal 
Revenue Code as amended by 1942 


Revenue Act. Book on Gross Income 
and Deductions deals with taxable and 
exempt income of corporations; al- 
lowable deductions; and determination 
of net income subject to tax. Book 
on Tax Determination and Returns 
deals with computation of income, ex- 
cess profits, and other federal taxes on 
corporations; the credits that can be 
claimed against such taxes; methods 
of collection and payment. (Volumes 
available separately if desired. ) 

Federal Taxes on Estates, Trusts, 
and Gifts covers application of estate 
tax, gift tax, and features of income 
tax peculiar to estates and trusts. Inter- 
prets developments resulting from 1942 
law and from rulings and decisions of 
past year incident to tax administra- 
tion and court review of contested 
questions. Gives foundations for in- 
clusive, long-range counsel in planning 
disposition of estates. 
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GIVE to the Red Cross 
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The following is a list of applicants admitted to membership, and asso- 
ciate membership in the Society and also associate members advanced to 
membership at the meeting of the Board of Directors held on January 7, 


1943: 
Membership 
Cohen, Benjamin William, 67 West 44th 
Street. 
Corcoran, James T., 120 Broadway, 
With Barrow, Wade, Guthrie & Co. 
Green, Thomas J., 120 Broadway, 
Of Barrow, Wade, Guthrie & Co. 
Gundall, Rosa Elise, 350 Madison Avenue, 
With Hurdman and Cranstoun, 
Handy, Seymour, 1440 Broadway, 
With W. O. L. Program Service, Inc. 
Keit, Seth D., 1440 Broadway. 
Lennard, Milton S., 1841 Broadway, 
Of Lennard, Green Company. 
Sagal, Kathryn I., 2 Lapham Place, Glens 
Falls, N. Y 
Of Lewis Sagal & Company. 
Settle, Aaron, 305 Broadway, 
Of Settle & Ellins. 
Strumpf, Benjamin, 535 Fifth Avenue. 
Tierman, Leonard, 1580 E. Grand Boule- 
vard, Detroit, Mich., 
With Packard Motor Car Co. 


Associate Membership 
Higgins, C. Gordon, 49 Wall Street, 
With Deloitte, Plender, Griffiths & Co. 
IKaplan, Charles R., 444 Madison Avenue, 
With Consolidated Cigar Corporation. 


Lichter, Sidney, 51 Madison Avenue, 
With Kipnis & Karchmer. 

Margolies, Jerome Simon, 1501 Broadway, 
With Louis Rothman. 

Puryear, Robert Lee, 67 Wall Street, 
With Arthur Andersen & Co. 


Advancement from Associate Membership 
to Membership 
Doyle, William Francis Jr., 
With U. S. Navy. 
Fleischer, Mark I., 1775 Broadway, 
Of Mark 1. Fleischer & Co. 
Maher, Arthur Chisholm, 
With U. S. Navy. 
Mintzer, Harry, 
With U. S. Army. 
Mirabito, Paul S., 67—35th Street, Brook- 
lyn, N. Y., 
With Control Instrument Co., Inc. 
Phillips, Edwin S., 130 Sheffield Avenue. 
Buffalo, N. Y. 


The number of members in the 
Society as of February 1, 1943, is as 
follows: 


MICIBDETS. os iisios dese: 3,716 
Associate Members.. 461 
MORE Ds (cr ka Sooke 4177 


United States War Bonds and Stamps Are 


THE BEST INVESTMENT 
in the World Today 
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Authors of Articles In This Issue | 





Pau D. Secuers, C.P.A., author of “Relief Provisions under the Excess 
Profits Tax” graduated from Southeastern University in 1923. He has 
been a member of the Society and of the American Institute of Account- 
ants since 1941. Mr. Seghers was formerly Associate Editor of Prentice- 
Hall Federal Tax Service and is now conducting his own accounting 
practice. He is Vice Chairman of the Society’s Committee on Federal 
Taxation. 


Vicror Z. Brink, C.P.A. (Texas), author of “Auditing Problems Relating 
to Cost-Plus-A-Fixed-Fee Contracts” received his Ph. D. from Colum- 
bia University. He is a member of the American Institute of Account- 
ants and is a member of the Institute of Internal Auditors. He is the 
author of “Internal Auditing” and has contributed numerous articles to 
the Journal of Accountancy. 

Now on leave of absence a¥ an instructor in accounting at Columbia 
University and formerly technical assistant to the Institute’s Com- 
mittee on Auditing Procedure, he is at present a Major in the Army 
of the United States attached to the Fiscal Division, Headquarters, 
Services of Supply. 


1943 217 





218 














| 
| Help Wanted — Female 
ILLING MACHINE OPER- 
ATORS nt pC 
sitions. Good pay. Midwest 
Corporation, First AN e 
KEY PUNCH OPERATORS 
—experienced or trainees ; 
fine opportunity, good work- 
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| 
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TABULATIN 








ACCOUNTING 2ofieheces 


"( MCBEE KEYSORT 





for permanent po- 


ing conditions. Smith Mfg 
Co., Main and 7th Aves. 
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OPERATORS—f 
work. Bu: 
transportatl 
Essex Rd. | 
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OPERATORS- 
ing war prod.y, 
Monthly salary,,~ 
one-half for ¢ 


dress Box 24 











WORLD'S FASTEST 
CARD SORTING SYSTEM! 


Keeping accounting department person- 
nel at full strength is a perplexing prob- 
lem today. That’s why you'll weleome 
McBee Keysart to help produce operat- 
ing reports faster and more economically. 
Keysort handles a million cards a day 
as easily as a thousand. with your regu- 
lar clerks and operators. No investment 
in costly machinery. Ask the McBee 
representative. 


THE MSBEE COMPANY 
General Offices: Athens. Ohio 


Offeces an Principal Cities 
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© Mertens on tHe 


~ LAW OF FEDERAL 
INCOME TAXATION 


By JACOB MERTENS, Jr. 


of the firm of Davies, Auerbach, Cornell & Hardy 
One Wall Street, New York City 


12 VOLUMES PRICE $120.00 


A complete restatement of the entire field of federal income taxation 


—directing you instantly to the applicable provisions of the 
law and the interpretations and constructions which have 
been placed upon them both administratively and judicially. 

| —presenting the quickest way of finding the law, and the only 

way of finding all the law weighed personally by an expert 
in this field as to relevancy and importance. 

giving you that peace of mind that no other means of re- 

search will give—the certainty that you have not overlooked 





other decisions in point. 
It will be kept constantly to date by a monthly service, cumulated 


uarterly and pocket parts issued annually. 
q y y 


Terms: 6% discount for cash or $10.00 cash and $10.00 per month. 
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: ; THE NEW YORK CERTIFIED 
‘Bi nai ng PUBLIC ACCOUNTANT 


When the magazines constituting the volume are supplied by the 
subscriber the binding charge is $2. Each bound volume includes 
twelve issues. 


* * * 


Bound in brown fabric with title, dates and volume number 
stamped in gold. 


Missing numbers will be supplied, if obtainable, at 25 cents each. 
Binding orders and the magazines to be bound should be mailed 
or delivered to 

THE NEW YORK STATE SOCIETY OF CERTIFIED 


PUBLIC ACCOUNTANTS 
15 East 41st Street - . New York, N. Y. 








Subscription 








New York CERTIFIED PUBLIC 
ACCOUNTANT 


MONTHLY BULLETIN 
Three Dollars Annually 


Office of the 


NEW YORK STATE SOCIETY 
OF CERTIFIED PUBLIC ACCOUNTANTS 


15 EAST 41st STREET, NEW YORK CITY 


























